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Committed to Excellence, Driven to Win. Creating Value in Everything We Do.
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Committed to excellence,
driven to win,

creating value

in everything we do.

NorthWestern is committed to delivering Amefica’s Best Service and
Solutions Expenence to our energy and corimunications customers.
Qur strength comes from our dedicated team members who are
driven to deliver value-added services that exceed our customer
expectations and ¢reate value for our shareholders.

Our energy sector businesses provide electricity, natural gas,
heating, ventilation, air conditioning (HVAC) and other energy-
related services to nearly 2 million households and businesses.
Our communications business is the nations largest and
leading provider of converged communications solutions

to nearly 560,000 mid-sized businesses and more than

1 million customer locations.

financial highlights
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To Our Valued Shareholders...

In 2001, NorthWestern Corporation continued building
on our foundation for future growth and value
creation. Our evolution as a FORTUNE 500 diversified
energy and communications company has progressed as
we refined and strengthened our businesses and focused
on improving performance.

During 2001, we continued our shareholder value
creation strategy of building our earnings capabilities
and increasing dividends. Diluted earnings, before
restructuring charges, rose 11 percent to $2.03 per share.
We also increased annual dividends for an 18th straight
year in November when the Board of Directors raised the
dividend by 8 cents or 6.7 percent to an annual rate of
$1.27 per share.

BUILDING A WINNING STRATEGY

During our rapid growth over the past six years,
NorthWestern has been bulldmg a strong foundation
for creating value. In this building phase of our
evolution, we have established business platforms that
provide value-added services and solutions to nearly
2.5 million customers nationwide.

Today, we are strengthening our two growth platforms—
energy and communications. OQur NorthWestern Energy
platform, which became even stronger in February 2002
with the successful acquisition of Montana Power’s
energy transmission and distribution businesses, provides
steady growth and recurring cash flow. Our Expanets’
communications business is the nation’s largest provider
of converged communications solutions to medium-sized
businesses with the potential for substantial future
growth in cash flow and earnings.

THE NORTHWESTERN DIFFERENCE

What makes NorthWestern different from other energy
and communications companies is our relentless
commitment to our customers. Our strategic focus is
to build customer relationships by providing essential
energy and communications services and solutions
directly to our customers.
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* Before restructuring charge of $25 million, or an impact of
$.50 to Earnings Per Share after taxes and minority interests
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business building process
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On the Cover: Edlesha Tiller, NorthWestern Energy,

Steve Raval, Expanets; Shonna and Joe Burton with daughter
Samantha, Valued NorthWestern Energy Customers

Inside Cover: jason Carroll, NorthWestern Energy
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Merle D. Lewis\ \ :
Chairman and Chief Executive Officer
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For example, our energy business is focused on creating
value by delivering reliable, competitively priced energy
with superior service directly to our residential and business
customers. This approach is different from some energy
companies who are largely producing or trading energy as
a commodity. In a similar fashion, our communications
business focuses on providing integrated solutions that
address the business issues of our customers, as opposed to
providing commodity-based products such as broadband
networks., We provide a total suite of communications
solutions utilizing multiple technologies that can be
customized and integrated to meet our individual customer’s
needs. This approach has enabled us to maintain a core
level of recurring customer revenues, even in the face of
challenging economic conditions.

COMMITTED, HIGH PERFORMANCE-~

ORIENTED TEAM MEMBERS

Our business strategy is successful because of the hard
work of our more than 11,000 extraordinary team members
who are focused every day on performance. This
performance-driven culture is the basis for value creation at
NorthWestern. By delighting our customers, team members
are achieving improved business results that create
increasing Vafue for our shareholders.

Our team members strive for excellence by following our
SPIRIT values—Service Excellence, Performance, Integrity,
Respect, Innovation and Teamwork. This foundation for
making a difference is what drives NorthWestern team
members to reach our VISION to be America’s Best Service
and Solutions Experience.

POSITIONED FOR GROWTH

For 2002, we are positioned to achieve improved
performance from our energy and communications
businesses. Our successful and efficient electricity and
natural gas transmission and distribution business
is targeting substantial growth in recurring revenues
and shculd account for two-thirds of NorthWestern’s total
operating income in 2002. We also have created
a greaver regional scale for NorthWestern that will
allow us to realize the full value of our existing energy assets
and provide a strong platform for future growth.
We are planning to exit the highly weather-sensitive
propane business, which has historically been a minor
earnings contributor, and will channel our resources to
our other businesses. Our Blue Dot energy-related heating,
ventilation and air conditioning (HVAC) business is expected
to show improved performance due to efforts to maximize
higher-margin services, reduce costs and implement more
efficient business systems. In communications, we anticipate
significant cash flow improvement as a result of our efforts in
2001 to resize our operations to align with the changing
marketplace and the implementation of a new information
technology system that, when fully operational after
system cutovers are complete during 2002, should enable
Expanets to better develop and arrange services to our
customers while improving operating efficiency.

We also are taking measures to enhance our productivity
as the competitive nature of each of our businesses
demands that we constantly strive for greater efficiencies.
To further improve our performance, we have launched
Operational Excellence initiatives to improve the
quality and delivery of service to our customers. These
ongoing initiatives are designed to leverage our operational
strengths and achieve greater operating efficiencies. Our
efforts, including a one-time restructuring charge of
$25 million that was taken in the fourth quarter of 2001,
are targeting $150 million in annualized savings in
selling, general and administrative and other expenses.
These initiatives should allow our businesses to better serve
our customers while showing improved results despite
difficult economic and market conditions.




FUTURE PROSPECTS
We are excited about
NorthWestern’s future
prospects. Our energy
and communications
businesses operate in
large markets with
tremendous opportu-
nities, and they
continue to  be
strengthened thanks
to the efforts of
our team members
who are committed
to excellence and
driven to WIIL,
We have a proven
strategy for creating
—value for our share-
holders by building
earnings capabilities and
increasing dividends, which is evidenced by nine consecutive
years of déuble-digit earnings’ growth and 18 years of
dividend ircreases. We look forward to delivering on our
plans for /2002, and we continue to target double-digit
earnings /growth in the futurfe':

Richard R. Hylland
President and Chief Operating Officer

building customer relationships
SERVICES AND SOLUTIONS VALUE CHAIN

Service and
Solutions
Delivery

Commodity Distribution

Source

As United States businesses face a period of unprecedented
market volatility and challenge as well as tremendous
opportunity, we thank yOou, our valued shareholders,
for your continued support and confidence as we build
NorthWestern to new heights in creating future value.

Sincerely,
S N PN
Richard R. Hylland

President and
Chief Operating Officer

Merle D. Lewis
Chairman and

Chief Executive Officer
February 15, 2002
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EXPANDING
ENERGY MARKETS

9 Growing revenues,
strong recurring cash flow,
consistent earnings

® Serving more than
590,000 electricity and
natural gas customers

® One of the nation’s largest
energy distriloution service areas

® Award-winning reliability
and customer service

® Efficient energy delivery
systems in Montana,
South Dakota and Nebraska

® Strategically positioned on
Mid-Continent and Western
electric transmission grids

® Natural gas supply from
multiple U.S. and Canadian
pipeline sources

® Energy-related HVAC services
to more thar: 850,000 customer
in 29 states



slatforms

CONVERGING
COMMUNICATIONS
MARKETS

" Nation’s largest single-
source provider of
networked voice and data
communications solutions
to medium-sized businesses

® Nationwide base of nearly
560,000 customers with more
than 1 million business locations

@® Broad portfolio of services
through strategic relationships
with industry-leading
manufacturers, service
providers and carriers and
applications developers

® Strong market reach and
resized cost structure to
drive future revenue, cash
flow and earnings growth

3 Strongly positioned to
serve national businesses
with multiple locations

® High-growth applications and
professional services provide
future growth potential
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Left (top to bottom): Carl Maas, NorthWestern
Energy, Brad Clemens, NorthWestern Energy

Right (top to bottom): Roxanne Ahlbrecht, Expanets;
Glen Reppert, Expanets
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Our energy delivery business,
NorthWestern Energy,
generated 'healthy results in 2001 as we
continued to build on our commitment
of providing our customers with
relz'able, competitively priced energy
with SUPEYIOT customer service.

CREATING VALUE THROUGH

CUSTOMER RELATIONSHIPS

NorthWestern Energy creates value by focusing
on end-use residential, commercial and industrial
customers. We provide electricity, natural gas and
energy-related services to more than 590,000 customers
principally in Montana, South Dakota and Nebraska.
Our success is measured in our ability to reliably
deliver abundant, competitively priced energy for our
customers. We are positioned to GrOW by fostering
economic expansion in our existing markets and
capitalizing on market opportunities to supply energy to
customers in other regions.




PLATFORM FOR GI GROWTH _

NorthWestern Energy’s acqulsmon in February 2002 of
Montana Power’s energy transmission and distribution
business will enhance our annual regulated energy revenues
by more than $600 million, substantially increase cash flow
and will be immediately accretive to earnings. Our expanded
regional scope will allow us to realize full value of our
existing energy assets while providing a Strong platform for
future growth. As a result, we are targeting approximately
two-thirds of NorthWestern’s total operating income to come
from our energy business in 2002.

7 1571620 S 05
1998 1999 2000
ONAL52020)
total electric output (MWH)
1,327,040 1398775 1,548,225 1,518,680
1997 1998 1999 2001
42,720,541
total gas output (MMBTU)
15,4i4zs asogre 14700153 15 7ioss
1997 1998 1999 2000 2001*

*pro forma including Montana Power

Left (top to bottom): Bob Knapp, NorthWestern Energy;

Craig Fergen, NorthWestern Energy, with Kurt Hintze, Cabelas—Valued
NorthWestern Energy Customer; Larry DeKramer, NorthWestern Energy
Right: Ray and Renee Burns, Valued NorthWestern Energy Customers
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We have created one of the largest energy delivery
platforms in the northern tier states. Our combined
electric system has more than 26,000 miles of
transmission and distribution lines and associated
facilities covering two-thirds of Montana and eastern
South Dakota. Our natural gas service system includes
more than 7,500 miles of pipeline and storage facilities in
Montana, South Dakota and central Nebraska.

In addition to a strong infrastructure, we are building upon

our record for providing award-winning reliability and

SUperior customer service. We remain dedicated to

continuous process improvements that increase our

efficiency and drive us toward achieving mdustry—

leading productivity.
1

&

eners)

electric and natural gas
DISTRIBUTION SERVICE AREA

. Natural Gas
. Electric and Natural Gas

__

Our ability to successfully manage energy and energy-
related assets has resulted in NorthVWestern Energy
providing consistent financial performance and growth
opportunities. Our mission is to continue to build our
fu 1-S€I’V1C€, customer-driven energy company to be a
strong player in the competitive energy industry
of the future.




As a.premier provider of heating,
ueghtilation an‘cil air conditioning

;H VAC) sé;;izices to residential

and g‘&nmééicd customers,

Blue Dot la'a;s a unique opportunity

to create value in a growing

market that is fragmented and has

no dominant competitors.

CREATING VALUE THROUGH PERFORMANCE
IMPROVEMENT AND GROWTH

Blue Dot is implementing a plan to achieve targeted
levels of operating performance by maximizing
higher margin services with recurring revenues,
implementing industry-leading business systems,
enhancing efficiency and improving performance at
each of our more than 80 locations nationwide.

Our future success is tied to the more than
850,000 customers our Lrust Certified® technicians
serve in 29 states. We expect to grow revenues and cash
flow in 2002 by implementing a series of proactive
value-added service programs and by taking advantage
of opportunities to further acquire businesses that can
improve our market position. et

Left: Paul Burns, NorthWestern Energy

Right (left to right): Jeremy Larson, Blue Dot;

John Christensen, Jr, Blue Dot, with Varghese John
and Pramol Varghese, Valued Blue Dot Customers
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2001 was an evolutionary year

for Expanets, our communications
business, as we built our new natiomwide
systems infrastructure, took steps to
further integrate and size our regional

businesses to drive SUCCESS, and

et ] Prefested Contiactors | Requiements ] s
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made significant strides in positioning the
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company to capitalize on the demand for

Dhiviold |
Susie 1 As the nation’s largest provider of voice and
ferehes = data communications solutions to medium-sized

j businesses, Expanets has developed a unique
~——business-to-business distribution channel focused on
/ a market that has traditionally been underserved.
Our national market presence and our emphasis on
qua_hty service as a one-stop provider of networked
communications services and solutions enables Expanets
to maintain a strong core level of recurring revenues from
maintenance agreements while positioning our business to
provide the total communications needs of our customers.

[co0z

2001: CREATING A STRONG FOUNDATION FOR SUCCESS
Expanets took several important steps during 2001 that are
building ‘blocks for achieving improved results in 2002,
We are irnplementing our nationwide, mtegmted client
relationship management and order processing system,
EXPERT, that when fully operational after system cutovers
in 2002, should enable us to improve overall customer
service and drive efficiency from order development and
placement, billing and fulfillment. EXPERT also enables
- " Expanets to eliminate costly transition service agreements that

10




cations

were created as part of the acquisition of the Growing and
Emerging Markets Division of Lucent Technologies
(now Avaya).

By resizing our business to more closely align to the changing
market, we have substantially improved operational
efficiency and our financial position to enable us to be
proﬁtable under current market conditions and are
poised to grow as our markets improve. Throughout these
efforts, we have kept CUStOIMEr SEIVICE a top priority.

Expanets’ growth in 2002 and beyond will be driven by our
migration to higher-growth and higher-margin applications
and services combined with our strategy of packaging total
communications technology solutions for customers to
help them improve their business performance and solve
business problems. As a result, we believe Expanets is well
positioned to meet our future value creation expectations.

sensitivity
networks
required

market

long distance
service providers
extreme price
broadband

national scale

commodity-like

Expanets

CUSTOMER
VALUE-ADDED
SOLUTIONS

LONG-HAUL
NETWORKS

SOLUTIONS

Bell operating

companies

edirect customer
access

*low capital
requirements

incumbant local
exchange carriers

wireless providers
capital intensive
*low technology risk

*value-added
proposition

large scale
required

technology risks

and

need a cost-effective distribution
channel to medium-sized businesses.

Expanets’
unique
proposition

« Voice, Data
and Converged
Communications

* Professional
Services and
Maintenance

* Communications
Applications

need expertise and integrated voice
and data communications solutions to
help them improve their business
performance. In addition, they
need an advocate with system
manufacturers and service providers.

Left (top to bottom): Natha King, Expanets, uses the Expert System to
dispatch John Koplin, Expanets. Right: Dawn Horan (L), Expanets,
with Michelle Price (R), General Electric—Valued Expanets Customer
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MANAGEMENT'S DISCUSSION AND ANALYSIS

NORTHWESTERN CORPORATION
AND SUBSIDIARIES

The following discussion should be read in conjunction with the
consolidated financial statements and the related notes that appear
elsewhere in this report.

RESULTS OF OPERATIONS

OVERVIEW

We are a service and solutions company providing integrated
energy, communications, heating, ventilation, air conditioning,
plumbing and related services and solutions to residential and business
customers throughout North America. We own and operate
NorthWestern Energy, one of the largest regional electric and natural
gas utilities in the upper Midwest of the United States. NorthWestern
Energy distributes electricity in South Dakota and natural gas in South
Dakota and Nebraska through our energy division NorthWestern
Public Service, and electricity and natural gas in Montana through our
wholly owned subsidiary, Montana Power LLC. Montana Power LLC
holds the electric and natural gas transmission and distribution business
formerly owned by The Montana Power Company that we acquired on
February 15, 2002. We intend to transfer the electric and natural gas
transmission and distribution operations of Montana Power LLC to
NorthWestern Corporation during 2002. Qur principal unregulated
investment is in Expanets, Inc., or Expanets, a leading provider of
networked communications and data services and solutions to
medium-sized businesses. In addition, we own investments in Blue Dot
Services Inc., or Blue Dot, a nationwide provider of heating, ventilation,
air conditioning, plumbing and related services, and CornerStone
Propane Partners L.P., or CornerStone, a publicly traded limited
partnership retail propane and wholesale energy-related commodities
distributor (NYSE:CNO) for which one of our subsidiaries serves as
managing general partner. CornerStone has announced it has retained
Credit Suisse First Boston Corporation to pursue the possible sale or
merger of CornerStone.

The following is a summary of our results of operations in 2001,
2000 and 1999. This summary does not include actual or pro forma
results of operation of Montana Power LLC. The pro forma results of
operations including Montana Power LLC were filed in our Form 8-K
on March 4, 2002.

CONSOLIDATED OPERATING RESULTS

The following is a summary of consolidated operating results.
Our consolidated results include the results of our divisions and
subsidiaries constituting each of our business segments. This discus-
sion is followed by a more detailed discussion of operating results by
segment. Qur “All Other” category primarily consists of our other
miscellaneous service activities which are not included in the other
identified segments together with unallocated corporate costs. Product
and service category fluctuations highlighted at the consolidated level
are more fully explained in the segment discussion.

CONSOLIDATED EARNINGS AND DIVIDENDS

Consolidated earnings in 2001 were $37.5 million, a decline of
$5.2 million, or 12.3%, from 2000 results. Diluted earnings per
share, or EPS, in 2001 was $1.53, a decline of $.30, or 16.4%, from
2000 results. Consolidated earnings were reduced by a $24.9 million
restructuring charge ($12.1 million net of taxes and minority inter-
ests) taken in the fourth quarter of 2001. The 2001 restructuring
charge reduced diluted EPS by $.50 per share. Diluted EPS in 2001
was $2.03 exclusive of the restructuring charge, an increase of $.20,
or 10.9%, from diluted EPS in 2000. The $24.9 million restructuring
charge related principally to facility closure costs, employee termination
benefits and related costs incurred in connection with our Operational
Excellence project, which is a series of companywide initiatives

targeting reductions in annualized selling, general and administrative
expenses by $150 million. While Expanets had significant operating
losses in 2001, substantially all those losses were allocated to
Minority Interests in Expanets as a result of its capital and ownership
structure. To the extent basis was available, a portion of Blue Dot’s
losses were also allocated to Minority Interests. For further informa-
tion about Minority Interest accounting, see our discussion of
Significant Accounting Policies that follows. Consolidated earnings
in 2000 were $42.8 million, an increase of $4.9 million, or 12.9%,
from 1999. Diluted EPS in 2000 was $1.83, an increase of $.21, or
13.0%, from 1999, The increase in consolidated earnings and diluted
EPS resulted from growth in our electric and natural gas utility earnings
and increased preferred stock investment income from our investments
in Expanets and Blue Dot.

An annual dividend increase of $.08 per share to $1.27 per share
was approved during the November 2001 Board of Directors’ meeting
and was effective for the December 1, 2001, dividend payment.
Dividends were also increased in November 2000 from $1.11 per share
to $1.19 per share. The increase in the 2001 dividend was our eighteenth
consecutive annual dividend increase. The Board will continue to
evaluate dividend policies in light of our consolidated financial condition.

CONSOLIDATED OPERATIONS

Consolidated revenues in 2001 were $4,237.8 million, a decline
of $2,894.3 million, or 40.6%, from 2000 results. The lower consoli-
dated revenues in 2001 reflected a $2,893.2 million decline in
CornerStone’s wholesale revenues (revenues from the sale of propane,
natural gas, natural gas liquids and crude oil) due to the sale by
CornerStone of certain Canadian crude operations in December 2000,
as well as a reduction in natural gas operations and a decline in
commodity prices between 2000 and 2001. CornerStone’s retail
revenues in 2001 declined $15.6 million. Revenues at Expanets in
2001 declined $72.0 million primarily as a result of the downturn in
the economy and the telecommunications industry in particular. Lower
revenues at CornerStone and Expanets were partially offset by
increased revenues at Blue Dot and our electric and natural gas
segments. Consolidated revenues in 2000 were $7,132.1 million, an
increase of $4,127.8 million, or 137.4%, from 1999 results. Growth in
2000 revenues resulted from increases within all of our segments,
although wholesale propane accounted for approximately 75% of the
growth as a result of expanded operations and increased commodity
prices. Most of the remaining additional revenues were generated by
Expanets as a result of the acquisition of a portion of the Lucent
Technologies’ Growing and Emerging Markets business, or the Lucent
GEM business, effective April 1, 2000.

Consolidated cost of sales in 2001 were $3,380.2 million, a
decline of $2,915.5 million, or 46.3%, from 2000 results. Cost of sales
in 2001 in CornerStone’s wholesale operations were $2,869.3 million
less due to reductions in the prices paid for commodities, such as
propane, reduction in natural gas operations and the sale of certain
Canadian crude operations. The remaining $46.2 million reduction in
consolidated cost of sales was attributable to the lower cost of sales
at Expanets and in CornerStone’s retail operations in 2001. The
reductions in cost of sales in All Other was partially offset by
increased cost of sales at Blue Dot and our electric and natural gas
segments. Consolidated cost of sales in 2000 were $6,295.7 million,
an increase of $3,827.9 million, or 155.1%, from 1999 results. The
increase in cost of sales in 2000 was primarily a result of
CornerStone’s increased wholesale propane operations and costs
related to discontinued natural gas trading operations. Increased cost
of sales in 2000 were also incurred by Expanets, whose cost of sales
increased $571.7 million as a result of the inclusion of the cost of
sales related to the Lucent GEM business acquisition in April 2000.
Retail propane costs of sales in 2000 also increased due to higher
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volumes and commodity prices while Blue Dot’s costs of sales
increased from acquisitions in 2000.

Consolidated gross margin in 2001 was $857.6 million, an
increase of $21.2 million, or 2.5%, from 2000 results. Gross margin in
2001 increased across all of our segments with the exception of the
propane business segment. Gross margin in our electric segment
increased $14.2 million, primarily as a result of increased wholesale
electric margins during the first half of 2001. Blue Dot’s gross margin
increased $8.0 million as a result of acquisitions in 2001, and Expanets’
gross margin increased $20.5 million, primarily as a result of a full year
impact of Lucent GEM business operations in 2001 (acquired in April
2000). CornerStone’s gross margin declined $23.9 million as a result of
the sale of certain Canadian crude operations. Consolidated gross
margin in 2000 was $836.4 million, an increase of $299.8 million, or
55.9%, from 1999 results. Gross margin in 2000 increased across all
of our segments. Expanets’ gross margin increased $237.5 million
principally as a result of the additional margins from the Lucent GEM
business acquisition. Acquisitions in 2000 by Blue Dot also resulted in
an increase in gross margin of $36.3 million. CornerStone’s gross
margin benefited from colder weather in 2000, and gross margins in
our electric and natural gas segments also increased in 2000.

Consolidated gross margin as a percentage of revenues in 2001
was 20.2%, compared to 11.7% in 2000 and 17.9% in 1999.
Exclusive of the lower margin wholesale propane operations, gross
margin percentage in 2001 was 39.7% compared to 37.6% in 2000.
Consolidated gross margin as a percentage of revenues in 2001
improved as a result of the gross margin gains described above,
together with our efforts to reduce costs and increase higher-margin
recurring service and maintenance revenues in our communications
operations and a reduced influence of lower-margin wholesale
propane operations. Exclusive of wholesale propane operations,
gross margin as a percentage of revenues declined from 47.1% in
1999 to 37.6% in 2000 as a result of lower-margin sales within the
Lucent GEM business and a decline in Blue Dot’s margin from a shift
in business mix within the segment.

Consolidated operating expenses in 2001 were $941.6 million, an
increase of $146.5 million, or 18.4%, from 2000 results. Operating
expenses increased in each of our segments in 2001 due in part to a
$24.9 million restructuring charge related to our Operational Excellence
project. Expanets incurred increased expenses of $92.6 million, excluding
its portion of the Operational Excellence restructuring charge of
$5.9 million, related to additional Lucent GEM business operating costs
together with additional non-capitalizable integration/transition costs.
Blue Dot’s operating expenses also increased $26.3 million due to
continued acquisition activities and infrastructure growth. The Operational
Excellence program resulted in $3.3 million of the $6.2 million increase in
operating expenses of our electric utility and $1.2 million of the $1.9 million
increase in operating expenses of our natural gas segment. All Other
operating expenses increased $6.6 million excluding the $7.3 million
restructuring charge due to personnel additions and professional services to
support our expanding subsidiary operations. Consolidated operating
expenses in 2000 were $795.1 million, an increase of $338.1 million, or
74.0%, from 1999 results. Our numbers in 2000 included an additional
$275.1 million of Expanets’ operating expenses related primarily to the
acquisition of the Lucent GEM business, together with associated transi-
tion/integration costs and increased amortization expenses from the
additional intangibles. Blue Dot’s operating expenses in 2000 increased
$37.8 million due to acquisitions and corporate support expansion.
CornerStone’s operating expenses in 2000 increased $18.2 million
primarily as a result of expansion of operations. Operating expenses in our
electric and natural gas segments and All Other operating expenses in 2000
also increased slightly.

Consolidated operating losses in 2001 were $84.1 million,
compared to consolidated operating income in 2000 of $41.3 million.

AND ANALYSIS

The $125.3 million change in operating income was due to a
$77.9 millior: decline in operating income at Expanets, an $18.4 million
decrease in operating income at Blue Dot, a $23.6 million decline in
operating income at CornerStone and a $13.3 million decrease in All
Other. These losses were partially offset by an $8.0 million operating
income increase within our electric segment. Consolidated operating
income in 2000 was $41.3 million, a decline of $38.3 million, or
48.1%, from 1999 results. The decrease in operating income in 2000
was primarily attributable to a $37.6 million decline in income at
Expanets. Operating income at Blue Dot and All Other also declined,
but were partially offset by a $3.0 million operating income gain at our
electric segment. While our communications and HVAC operations had
significantly greater operating losses in 2001, substantially all of the
Expanets’ losses and a portion of Blue Dot’s losses were allocated to
Minority Interests as a result of the capital and ownership structures.
Investment income and other in 2001 decreased slightly to
$8.0 million from $8.9 million in 2000. Gains from stock sales during
the fourth quarter of 2001 were partially offset by realized losses on
the write-down of certain investments. Overall irvestment income

~ was also negatively impacted by lower interest rates and overall stock

portfolio performance during 2001. Investment income and other in
2000 was $9.0 million, compared to $9.8 million in 1999. The
decrease in 2000 was attributable to the increase of certain non-
operating expenses within the line item and a decline in the overall
level of investments.

Consolidated interest expense in 2001 was $90.4 million, an increase
of $13.2 million, or 17.0%, from 2000 results. The increase in interest
expense was primarily attributable to financings by Expanets, where
interest expense increased $13.3 million, and was offset partially by a
decrease in interest expense at Blue Dot resulting from reduced credit
facility borrowings. Interest expense in 2000 was $77.2 million, an
increase of $24.1 million, or 45.3%, over interest expense in 1999, Fach
of our segments incurred additional interest expenses in 2000. Increased
borrowings ar the parent level to fund ongoing investments in operations
also contributed to the increase in interest expenses.

Consolidated income tax benefit in 2001 was $47.4 million, an
increase of $43.3 million over the income tax benefit in 2000. Over
50% of the increase resulted from the tax benefit at Expanets which
was the result of a significant increase in operating losses in 2001.
Lower taxable income at Blue Dot and CornerStone as a result of
operating losses further increased the benefit, as did higher All Other
operating expenses. The income tax benefits were partially reduced
by increased tax expense at our electric and natural gas segments.
Consolidatec tax benefit in 2000 was $4.1 million, compared to an
income tax expense of $14.5 million in 1999. The shift in taxes
resulted principally from a decrease in taxable income at Expanets
where taxes were $15.5 million less. All Other operating and interest
expenses increased the tax benefit as well. The tax benefit increases
were partiallv offset by higher income tax expense at our electric and
natural gas segments.

Minority interests represent the net income or lcss, after preferred
dividends related to our preferred stock investments in Expanets and
Blue Dot, combined with earnings or losses attributable to the
CornerStone public common unitholders, which are allocable to
common shareholders/unitholders other than us. Minority interests
were $163.5 million, an increase of $90.1 million in 2001, Over 85%
of the increase was due to Expanets, where losses increased substantially
in 2001. Higher losses at CornerStone also contributed to the increase,
partially offset by reduced allocations at Blue Dot from a reduction in
available basis to absorb the losses. Minority interests in 2000 were
$73.4 million, an increase of $50.5 million. Approximately 70% of the
increase was due to Expanets, while allocations for Blue Dot and
CornerStone each increased approximately $7.5 million. Due to
adequate bas’s in 2000 and 1999, substantially all losses by Expanets
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and Blue Dot were allocated to minority interests. Based on the entities’
capital structures at December 31, 2001, and unless additional
minority interest were to be created as a result of new acquisitions, to
the extent losses at Expanets subsequently exceed $11.1 million, and
any further losses at Blue Dot, such losses would be allocated to us to
the extent of our basis and, thereafter, pro rata in accordance with
ownership interests.

SEGMENT INFORMATION

The following summary does not include actual or pro forma
results of operation of our Montana Power LLC electric and natural
gas utilities that we acquired on February 15, 2002. The pro forma
results of operations including Montana Power LLC were filed in our
Form 8-K on March 4, 2002.

ELECTRIC UTILITY SEGMENT OPERATIONS

We operate a vertically integrated utility through NorthWestern
Energy and our division formerly known as NorthWestern Public
Service. We generated and distributed electricity to over 57,000 retail
customers in 108 communities throughout South Dakota as of
December 31, 2001, Our regulated assets in South Dakota included
approximately 3,100 miles of overhead and underground electric
transmission and distribution lines, 120 substations and interests in
generation facilities comprising approximately 312 megawatts of
capacity as of December 31, 2001. Our South Dakota business
enjoys competitive low cost fuel with no nuclear exposure. Coal was
used to generate approximately 95% of our electricity during the
year ended December 31, 2001.

Revenues from our electric utility operations in 2001 were
$107.0 million, an increase of $20.4 million, or 23.6%, from 2000
results. The increase in revenues was principally the result of
increased wholesale market prices for electricity. Revenues from our
wholesale sales of electricity in 2001 were $13.6 million greater than
the $9.3 million of revenues generated from such sales in 2000. The
increase in wholesale sales revenues was principally due to unusual
market conditions during the first half of 2001, and was partially
offset by lower sales volume. The volume of wholesale megawatt
hours sold in 2001 decreased by 3.4%; however, the volume of retail
megawatt hours sold in 2001 increased by 4.4%. Revenues from retail
sales of electricity increased by 8.9% in 2001, from $77.3 million in
2000 to $84.2 million in 2001. The increase in retail sales revenue in
2001 was principally due to a growing customer base combined with
higher fuel costs that are passed through to customers. Revenues from
our electric utility operations in 2000 were $86.6 million, an increase
of $2.6 million, or 3.1%, from 1999 results. The increase in revenues
in 2000 was primarily attributable to increased wholesale market
prices for electricity, which rose sharply during the latter portion of
2000 as a result of unusual changes in market conditions. Revenues
from retail sales of electricity remained flat between 1999 and 2000.

Cost of sales for our electric utility operations in 2001 was
$23.1 million, an increase of $6.3 million, or 37.4%, from 2000 results.
The increase in cost of sales in 2001 was due principally to retail fuel
cost adjustments and increased volumes. The cost of sales for our
electric segment in 2000 was $16.8 million, a decline of $1.7 million, or
9.1%, from 1999 results. The decline in cost of sales in 2000 was
primarily the result of fuel cost adjustments that were passed through to
retail consumers, which offset a 2.2% increase in volume.

Gross margin in 2001 was $83.9 million, an increase of
$14.2 million, or 20.3%, over the 2000 gross margin of $69.8 million.
The increase in gross margin in 2001 resulted primarily from the
unusual wholesale market conditions and the 4.4% increase in retail
sales. Gross margin in 2000 was $69.8 million, an increase of
$4.3 million, or 6.6%, from the 1999 gross margin. The increase in
gross margin between 1999 and 2000 was primarily a result of revenue

gains from wholesale sales of electricity, the market prices for which
increased through the latter portion of 2000, and increased margins on
retail sales of electricity as a result of fuel cost adjustments.

Gross margin as a percentage of revenues in 2001 was 78.5%,
compared to 80.6% in 2000, a decrease primarily as a result of
increased fuel costs in 2001. Gross margin as a percentage of revenues
increased from 78.0% in 1999 to 80.6% in 2000 primarily as a result
of the unusual increase in higher margin wholesale sales.

Operating expenses of our electric segment in 2001 were
$44.3 million, an increase of $6.2 million, or 16.3%, from 2000 results.
The increase in operating expenses in 2001 was primarily caused by an
Operational Excellence restructuring charge of $3.3 million, together
with small increases in allocated power plant maintenance costs associ-
ated with increased generation, higher team member benefits expenses,
increased customer service costs and higher depreciation related to
additional investments in power plants. Higher operating expenses in
2001 were partially offset by lower transmission and distribution
expenses. Operating expenses in 2000 were $1.3 million greater than
1999 operating expenses. The increase in operating expenses between
1999 and 2000 was primarily a result of increased depreciation costs
from capital investments, increased team member salary and benefits
costs and allocated plant associated expenses.

Operating income in 2001 was $39.7 million, or $43.0 million
before restructuring charges, representing an increase of $8.0 million,
or 25.1%, over 2000. The increase in operating income was a result
of increased higher margin wholesale sales revenue, but the increase
was partially offset by higher operating expenses in 2001. Operating
income in 2000 was $31.7 million, an increase of $3.0 million, or
10.3%, from 1999 results. The increase in operating income between
1999 and 2000 was a result of gross margin improvements in 2000,
which were partially offset by the higher operating expenses.

NATURAL GAS UTILITY SEGMENT OPERATIONS

Our natural gas utility segment consists of the regulated natural gas
utility operations of NorthWestern Energy. We purchased, transported,
distributed, sold and stored natural gas for approximately
81,000 customers in 59 South Dakota communities and four Nebraska
communities as of December 31, 2001. We have approximately
1,996 miles of distribution gas mains in South Dakota and Nebraska with
distribution capacity of approximately 15,000 MMBTU per day as of
December 31, 2001. We also transport natural gas for other gas
suppliers and marketers in South Dakota and Nebraska. All natural gas
is delivered through service agreements. Qur natural gas supply require-
ments in South Dakota and Nebraska for the year ended December 31,
2001, were approximately 5.5 million MMBTU and approximately
5.6 million MMBTU, respectively.

Revenues from natural gas sales in 2001 were $144.2 million, an
increase of $49.5 million, or 52.2%, from 2000 results. The increase
was largely attributable to higher market prices for natural gas and a
slight increase in the volume of sales. Revenues from natural gas sales in
2000 were $26.5 million higher than 1999 revenues of $68.2 million,
due primarily to commodity price increases, particularly in the latter
portion of 2000, as compared to 1999 prices.

Cost of sales in 2001 was $119.1 million, an increase of
$47.7 million, or 66.8%, from 2000 results. The increase in cost of sales
was a result of the increased market prices for natural gas in 2001 and, to
a lesser extent, the slight increase in our volume of sales. Cost of sales in
2000 was $71.4 million, an increase of $24.3 million from 1999 results.
The increase in cost of sales between 1999 and 2000 was attributable to
an increase in the market prices of natural gas and increased volumes.

Gross margin in 2001 was $25.2 million, an increase of
$1.8 million, or 7.7%, from 2000 results. However, gross margin as
a percentage of revenues decreased to 17.4% in 2001 from 24.7% in
2000. The increase in gross margin in 2001 was due to increased sales
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volumes and higher market prices for natural gas in 2001. Because the
higher market prices for natural gas were passed along to consumers,
the increase in gas commodity prices did not affect gross margin, but
did have a positive impact on revenues and, therefore, the gross
margin percentage. Gross margin in 2000 was $23.4 million, an
increase of 10.4% over gross margin in 1999. The increase in gross
margin between 1999 and 2000 was a result of increased sales volume
in 2000 and the rate increase in the fourth quarter of 1999. As a
percentage of revenues, gross margins decreased to 24.7% in 2000
from 31.0% in 1999 due to increased gas commodity prices.

Operating expenses in 2001 were $19.0 million, an increase of
$1.9 million, or 11.0%, from 2000 results. The increase was due princi-
pally to a $1.2 million restructuring charge related to Operational
Excellence and small increases in team member benefit costs, customer care
costs, and service expenses. Operating expenses in 2000 were $1.9 million
higher than in 1999. The increase in operating expenses was attributable
to increased salary and team member benefit costs, higher depreciation
from increased capital investments and service expenses.

Operating income in 2001 was $6.2 million, or $7.4 million
before restructuring charges, compared to operating income in 2000
of $6.3 million. The increase in operating income in 2001 before
restructuring charges reflected gross margin increases, but was
partially offset by increased operating expenses. Operating income in
2000 increased $.3 million, or 5.5%, compared to 1999 results. The
increase in operating income between 1999 and 2000 reflects
increases in our gross margins in 2000 that exceeded the increases in
our 2000 operating expenses.

COMMUNICATIONS SEGMENT OPERATIONS

Our communications segment consists of our investment in
Expanets, a leading provider of networked communications and data
services and solutions to medium-sized businesses. Expanets is a leading
independent distributor for Avaya, Inc.’s wide range of products and
software and is a significant independent distributor for a number of
other major- enterprise software providers. Expanets’ services include
the design, procurement, implementation, maintenance and monitoring
of voice networking, data networking, internet connectivity, messaging
systems, advanced call processing applications, computer telephony,
network management, carrier services and e-business services.
Expanets’ business is not capital intensive and competition in Expanets’
industries is fragmented. In addition, Expanets’ maintenance services,
which include the maintenance and upgrades of systems, provide recur-
ring revenues. Expanets served approximately 560,000 business
customers through more than 150 operational centers in all 50 states
during the year ended December 31, 2001.

Operating revenues at Expanets in 2001 were $1,032.0 million, a
decline of $72.0 million, or 6.5%, from 2000 results. In May 2001,
Expanets revised certain portions of its original Lucent GEM business
acquisition agreements with Avaya, The revised agreements eliminated
minimum sales referral obligations from Avaya and increased the volume
of recurring revenue service maintenance contracts assigned to Expanets.
The 2001 results include increased revenues from the Lucent GEM
business operations, but revenues generally declined as a result of the
restructured Lucent GEM business acquisition agreements and a downturn
in the economy and the telecommunications market in particular
Expanets has focused on services and products that generate recurring
revenues such as maintenance and warranty contracts, but traditional
equipment sales that provide the basis for the provision of such services
have been slowed by consumer cutbacks due to the downturn in the
economy. Operating revenues in 2000 were $1,104.0 million, an increase
of $809.2 million, or 274.4%, from 1999 results. The growth in
revenues in 2000 was attributable primarily to the Lucent GEM business
acquisition effective April 2000 and increased revenues from operation
of the Lucent GEM business in the remainder of 2000.

Cost of sales in 2001 was $648.0 million, a decline of $92.5 million,
or 12.5%, from 2000 results. The decline in cost of sales was attribut-
able to a shift in sales mix from equipment sales to higher-margin service
sales and a decline in sales volumes. In addition, management has
increased irs focus on cost reduction measures and improving
margins, particularly since the first quarter of 2001. Cost of sales in
2000 was $740.6 million, an increase of $571.7 million, or 338.5%,
from 1999 results. The increase in cost of sales in 2000 was princi-
pally attributable to the acquisition and operations of the Lucent
GEM business. The former Lucent GEM division historically focused
on equipment sales, which often generated recurring service and
maintenance contracts, but had relatively lower margins than the
other historical business lines conducted by Expanets.

Gross margin in 2001 was $384.0 million, an increase of
$20.5 million, or 5.6%, from 2000 results. As a percsntage of revenues,
gross margin increased from 32.9% in 2000 to 37.2% in 2001. Gross
margin dollars increased, in spite of an overall decline in operating
revenues, as the result of increased solutions and services sales. The
gross margir. percentage improvement was a result of the increased mix
of higher margin recurring service revenues as compared to lower
margin equipment sales. Gross margin in 2000 was $363.5 million, an
increase of $237.5 million, or 188.5%, from 1999 results. The growth
in gross margin in 2000 was a result of the addition in April 2000 of
the Lucent GEM business. Gross margin percentages fell from 42.7%
to 32.9% in 2000, as a result of lower-margin equipment sales on
which the Liicent GEM division historically focusecl.

Operating expenses in 2001 were $486.5 millon, an increase of
$98.5 million, or 25.4%, from 2000 results. Selling, general and adminis-
trative expenses in 2001 were $437.4 million, an increase of $86.5 million,
or 24.6%, from 2000 results. The increase in selling, general and
administrative expenses in 2001 was primarily a result of the additional
transition/invegration and other operating expenses related to the
Lucent GEM business acquisition. Transition/integration costs of
approximately $36 million were incurred during 2001, a $12 million
increase over similar costs in 2000. Much of the integration/transition
costs are a result of transition service agreements, or TSAs, under which
Lucent (transferred in September 2000 to Avaya, Inc.) agreed to provide
critical supporting systems such as accounting, information technology
and customer care until Expanets could complete tae necessary infra-
structure internally. Expanets has developed an enterprise software
system, called the EXPERT system, which was implemented in
November 2001 by most of Expanets’ operating units. Implementation
of the EXPERT system to date has allowed Expanets to terminate all
but three of the TSAs. Approximately $21.0 million of noncapitalizable
integration costs were incurred in association with the EXPERT project.
While the E3PERT system is currently in use, Expanets has experienced
complications in certain system areas, particularly billings and collec-
tions. Management is currently addressing the problems and anticipates
that the system will be fully operational during the first quarter 2002,
but additional costs may likely be incurred prior to completion.
Expanets also recognized an Operational Excellence program restruc-
turing charge in 2001 of $5.9 million. Expanets has reduced staff levels
by nearly 20% since 2000. Management of Expanets continues to focus
on implementing cost savings initiatives and operating efficiencies.
Depreciation. and amortization costs increased $12.0 million in 2001
due to additional capitalized costs and intangibles associated with the
Lucent GEM business acquisition. Selling, general and administrative
expenses in 2:000 were $350.9 million, an increase of $248.4 million, or
242.3%, from 1999 results. The increase in selling, general and admin-
istrative expenses in 2000 was due to the addition in April 2000 of the
Lucent GEM business operations. Transition/integration costs of
approximately $24.0 million were incurred in 2000 in connection with
the acquisition. Depreciation and amortization costs in 2000 increased
$26.7 million from 1999 results expenses of $10.5 million, primarily




MANAGEMENT’S DISCUSSION AND ANALYSIS

due to higher amortization expense associated with the intangibles
resulting from the Lucent GEM business acquisition and increased
capital expenditures.

Operating losses in 2001 were $102.6 million, compared to
$24.6 million in operating losses in 2000. Losses in 2001 were attribut-
able to the general downturn in the economy and in the communications
market in particular, together with the additional integration/transition
and other operating expenses incurred as a result of the Lucent GEM
business acquisition and increased depreciation and amortization charges.
Expanets’ management continues to focus on reducing operating
expenses and improving gross margin and anticipates improvements in
2002. Losses at Expanets in 2001 and prior years have been allocated
to minority interests; however, based upon Expanets’ capital structure
at December 31, 2001, any subsequent losses in 2002 which exceed
$11.1 million would be allocated to us to the extent of our basis and,
thereafter, pro rata in accordance with ownership interests. Expanets had
operating income in 1999 of $13.0 million. The $37.6 million decline
between 1999 and 2000 was primarily due to increased selling, general
and administrative costs, amortization expense and integration/transi-
tion costs related to the Lucent GEM business acquisition.

HVAC SEGMENT OPERATIONS

Our HVAC segment consists of our investment in Blue Dot, a
nationwide network of heating, ventilation, air conditioning, duct
cleaning and plumbing professionals who install and maintain indoor
comfort systems. Blue Dot primarily operates in the residential and light
commercial markets and serviced approximately 850,000 customers
in 29 states during the year ended December 31, 2001,

Operating revenues in 2001 were $423.8 million, an increase of
$15.0 million, or 3.7%, from 2000 results. Operations from acquisitions

completed during 2001 and the fourth quarter of 2000 contributed

approximately $25.0 million in revenues, however, revenues at three
previously acquired locations declined $26.4 million during 2001.
Internal growth within the remainder of the HVAC business generated the
remaining revenue increase. Blue Dot has made divisional closings and
management changes at the three underperforming locations and expects
the performance of those locations to improve in 2002, Operating
revenues in 2000 were $408.8 million, an increase of $115.1 million, or
39.2%, from 1999 results. The operations of 17 companies acquired in
2000 added approximately $57.0 million in revenues, and the operations
of locations acquired during 1999 contributed most of the remaining
additional revenues. Revenues from locations acquired before 1999
remained relatively flat in 2000,

Cost of sales in 2001 was $268.0 million, an increase of
$7.0 million, or 2.7%, from 2000 results. The acquisition and operations
of additional locations in 2001 and in the fourth quarter of 2000 increased
costs by approximately $13.7 million. Costs from additional locations
were offset, however, by $16.2 million in reduced cost of sales in connec-
ton with division closings and restructurings at three underperforming
locations. The remaining increase in cost of sales was due to internal
growth in other locations. Cost of sales in 2000 was $261.0 million, an
increase of $78.8 million, or 43.2%, from 1999 costs of $182.2 million.
The acquisition and operations of additional locations in 2000 resulted in
approximately $32.0 million of additional costs, with the remaining
additional costs resulting from operations of locations acquired in 1999
and limited internal growth from previously acquired locations.

Gross margin in 2001 was $155.8 million, an increase of
$8.0 million, or 5.4%, from 2000 results. The acquisition and operations of
locations in 2001 and late 2000 contributed approximately $11.3 million
to gross margin in 2001, while certain underperforming locations lowered
gross margin $10.2 million. The remainder of the increase in gross margin
in 2001 was due to internal growth in the previously acquired locations.
Gross margin in 2000 was $147.8 million, an increase of $36.3 million, or
32.6%, from 1999 results. The operation of locations acquired in 2000

contributed approximately $24.0 million in gross margin, while the
remaining growth was due to inclusion of a full year for prior acquisitions.

Gross margin as a percentage of revenues increased from 36.2% in
2000 to 36.8% in 2001, due to higher margin acquisitions and greater
margin focus within the previously acquired locations. Gross margin as
a percentage of revenues declined to 36.2% in 2000 from 38.0% in
1999 due to margin deterioration within certain previously acquired
locations and shifts in the overall business mix of the company.

Operating expenses in 2001 were $169.6 million, an increase of
$26.3 million, or 18.4%, from 2000 results. Selling, general and adminis-
trative expenses in 2001 were $153.2 million, an increase of $23.7 million,
or 18.3%, from 2000 results. Approximately $8.2 million of the
additional expenses were incurred in connection with acquisitions in
2001 and late 2000. Expenditures also increased $2.7 million in 2001 at
the corporate level for salaries and benefits of additional team members
to support field operations. The remaining increase in expenses was
attributable to the growth of previously acquired locations. Blue Dot
recorded a $7.2 million Operational Excellence restructuring charge,
which related primarily to severance and related team member benefits.
Depreciation and amortization expenses in 2001 increased 18.9% due to
the continued acquisition activity and capital expenditures. Selling,
general and administrative expenses in 2000 were $129.4 million, an
increase of $32.7 million, or 33.8%, from 1999 results. The acquisi-
tions and operation of locations in 2000 accounted for over 50% of
the increased selling, general and administrative expenses, while the
operation of locations acquired in 1999 and the expansion of the
corporate offices also increased expenses. Depreciation and amorti-
zation expense in 2000 increased $5.1 million to $13.8 million due
to continued acquisitions throughout 2000 and 1999.

Operating loss in 2001 was $13.8 million, a decline of
$18.4 million from 2000 results. Acquisitions in 2001 and 2000
increased earnings by approximately $3.1 million, but the Operational
Excellence restructuring charge of $7.2 million, decline in operating
income within three underperforming locations, margin shortfalls and
an overall increase in operating expenses resulted in the net decline and
operating loss in 2001. Operating income in 2000 was $4.6 million, a
decline of $1.5 million from 1999 results. The increased operating
expenses and gross margin deterioration in previously acquired
locations exceeded the additional operating income from locations
acquired in 1999, resulting in a decline in operating income.

PROPANE SEGMENT OPERATIONS

Qur propane segment consists of our investment in
CornerStone, which is the sixth largest retail marketer of propane in
the United States based on total retail gallons sold. We hold approx-
imately 30% of CornerStone, which we operate through one of our
subsidiaries, CornerStone Propane GP Inc., that serves as managing
general partner. As of December 31, 2001, CornerStone served
approximately 470,000 residential, commercial, industrial and
agricultural customers in more than 30 states. Its operations are
concentrated in the East Coast, South Central and West Coast
regions of the United States.

Revenues in 2001 were $2,513.8 million, a decline of
$2,908.8 million, or 53.6%, from 2000 results. The decrease was
almost entirely attributable to wholesale operations, where revenues
decreased $2,893.2 million. The divestiture of the Canadian crude oil
activities of the wholesale operations effective December 2000, lower
activity in other natural gas operations and significantly lower
commodity prices in 2001 accounted for the majority of the decrease.
The restructuring changes reflect CornerStone’s efforts to focus the
wholesale operations on natural gas liquids in support of core retail
propane distribution growth. Retail revenues declined $15.6 million
from 2000 results due to lower volumes as a result of warmer winter
weather (especially the November-December timeframe) and lower
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commodity prices passed on to customers. Revenues in 2000 were
$5,422.6 million, an increase of $3,176.2 million, or 141.4%, from
1999 results. The increase was primarily due to wholesale operations,
where revenues increased $3,090.7 million. The further expansion of
the wholesale operations from customer base growth and the high
commodity prices resulted in the increase. Higher commodity prices
also contributed to an $85.5 million increase in retail propane revenues.

Cost of sales in 2001 were $2,311.4 million, a decline of
$2,884.9 million, or 55.5%, from 2000 results. The lower cost
of sales in 2001 was a result of reduced cost of sales in wholesale operations.
The sale of the Canadian crude activities, lower commodity prices and
reductions in natural gas activities all contributed to the decreased
cost of sales, which were partially offset by an increase in costs for
adjustments recorded from the subsequent review of operations
associated with the Canadian sale. Retail operations cost of sales in
2001 also declined $15.6 million as compared to 2000, due to lower
commodity prices and warmer weather. Cost of sales in 2000 was
$5,196.3 million, an increase of $3,157.6 million, or 154.9%, from
1999 results. The increase in cost of sales was primarily due to
increased wholesale propane operations in 2000. Customer growth,
very high commodity prices and losses from certain discontinued
unprofitable natural gas trading losses also increased expenses, but
such increases were partially offset by $5.6 million in gains from the
effect of SFAS No. 133 mark to market adjustments.

Gross margin for propane in 2001 was $202.4 million, a decline
of $23.9 million, or 10.6%, from 2000 results. Reduced wholesale
gross margins constituted the entire decrease; retail propane gross
margin was flat. The decline in gross margin in 2001 reflects the impact
of lower prices as well as the divestiture of the Canadian crude oil activ-
ities and an overall reduction of wholesale activities. Retail gross
margins remained flat in 2001, principally due to warmer weather,
offset by an increase in nonpropane margins and management of the
margins in times of volatile propane prices. Gross margin in 2000 was
$226.3 million, an increase of $18.6 million, or 9.0%, from 1999
results. Wholesale operations contributed $11.2 million of the increased
margin, an increase of 30.4% from 1999 results. The increase was due
to expanded operations, which were partially offset by the discontinued
unprofitable natural gas trading losses. Retail margins increased 4.4%
in 2000 to $178.3 million due primarily to the contribution of non-
propane margins.

As a percentage of revenues, overall gross margins in 2001
increased from 4.2% to 8.1%. The increase reflects the reduced impact
of the wholesale operations, as those operations have inherently lower
margins, and improved margin management within the retail propane
operations. As a percentage of revenues, gross margin declined from
9.3% in 1999 to 4.2% in 2000. The deterioration was due to unprof-
itable natural gas trading losses and higher commodity prices within the
retail and wholesale operations.

Operating expenses in 2001 were $189.6 million, a decline of
$.3 million, or .2%, from 2000 results. Selling, general and adminis-
trative expenses in 2001 were $148.0 million, a decline of $1.8 million,
or 1.2%, from 2000 results. Lower personnel costs and operating costs
achieved through cost reduction programs were the principal factor in
reducing expenses, with additional savings realized from the divestiture of
the Canadian crude oil activities. Depreciation and amortization expense
increased $1.5 million in 2001 due to the full year amortization of intan-
gibles related to prior year acquisitions and financing costs. Operating
expenses in 2000 were $189.9 million, an increase of $18.2 million, or
10.6%, from 1999 results. The increase in 2000 was due to higher team
member benefits expense, higher vehicle operating costs and expanded
wholesale operations, with offsets from cost reduction initiatives.
Depreciation and amortization increased $6.3 million between 1999
and 2000 due to capital expenditures and full year depreciation and
amortization from prior years’ acquisitions.

Operating income in 2001 was $12.9 million, a decline of
$23.6 million, or 64.7%, from 2000 results. Operating income was
lower in 2001 as a result of losses from the sale of the Canadian
crude oil activities and warmer winter weather, the effects of which
were partiallv offset by operating expense savings. Operating income
in 2000 was $36.5 million, an increase of $.4 million from 1999
results. The gross margin gains from expanded wholesale operations
were tempered by high commodity prices, lower retail margin
growth and discontinued unprofitable natural gas trading losses.

ALL OTHER OPERATIONS

All Other primarily consists of our other miscellaneous service
activities which are not included in the other identified segments
together with unallocated corporate costs.

Revenues for the segment in 2001 were $16.9 million, an increase
of $1.6 millicn, or 10.7%, from 2000 results. The growth in 2001 was
attributable to a small acquisition closed in December 2000, which was
partially offset by business restructurings and reductions within certain
other service activities. Revenues in 2000 were $15.3 million, a decline
of $1.9 millicn, or 10.8%, from 1999 results. The d=cline in revenues
in 2000 was due to business restructuring and realignments within the
operations to focus on more profitable activities.

Cost of sales in 2001 was $10.7 million, an increase of
$1.0 million, or 10.2%, from 2000 results. The increase was a result of
the aforementioned acquisition offset by decreased costs from reduc-
tions in other service activities. Cost of sales in 2000 were $9.7 million,
a decline of $2.8 million, or 40.6%, from 1999 resulis, principally due
to business restructuring.

Gross margin in 2001 was $6.3 million, an increase of
$.6 million from 2000 results. As a percentage o- revenues, gross
margin improved from 36.7% in 2000 to 36.9% in 2001. The
increases resulted from a focus on more profitable operations. Gross
margin in 2000 was $5.6 million, an increase of 3.9 million from
1999 results. The improvement was due to reductions in operations
to focus on more profitable activities. Gross margin as a percentage
of revenues also improved from 27.4% in 1999 to 36.7% in 2000.

Operating expenses in 2001 were $32.7 million, an increase of
$13.9 million, or 74.0%, from 2000 results. The increase was due princi-
pally to $7.3 million of restructuring charges related to Operational
Excellence, increased salaries, benefits and relocation expenses related to
additional personnel in the corporate offices, additiorial costs from the
acquisition, increased professional services expenses, and an increase in
certain other benefit plan expenses. Operating expenses in 2000 were
$18.8 million, an increase of $3.8 million, or 25.0%, from 1999 results.
As with the current year increases, personnel additions and related
benefit and rejocation expenses represented the majority of the increase,
which were offset slightly by decreased operating experses within certain
restructured service activities.

Operating losses in 2001 were $26.5 million, ccmpared to losses
of $13.2 million in 2000. The $13.3 million increase ir. 2001 was attrib-
utable to the restructuring charges together with growth in corporate
operating expenses, which were partially offset by an increase in gross
margin. Losses in 2000 were $13.2 million, an increase of $2.9 million
from 1999 results. The additional losses in 2000 were due to increased
corporate expenses without offsetting gross margin geins.

LIQUIDITY AND CAPITAL RESOURCES
CASH POSITION

We generate cash to fund our operations through a combination of
cash flow from current operations, the sale of our securities and other
borrowing facilities. We realized net positive cash flows from operations
of $127.0 million in 2001, $76.7 million in 2000 and $71.7 million in
1999. The increase in cash flow for 2001 was due to a $125.0 million
increase in product purchase financing provided by Expanets’ primary
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supplier under the credit line described below. In 2001, we used our cash
from operations, together with $38.1 million in existing cash and cash
equivalents and $25.8 million in cash provided from financing activities,
to fund $190.9 million in investment activities, including our acquisi-
tions and growth expenditures. In 2000, we used a portion of our cash
from operations, together with $164.3 million in cash provided from
financing activities, to fund $179.1 million in investment activities,
including our acquisitions and growth expenditures. In 1999, we used
our cash from operations, together with $1.2 million in existing cash
and cash equivalents and $133.2 million in cash provided from
financing activities, to fund $206.1 million in investment activities,
including our acquisitions and growth expenditures.

We expect to generate net positive cash flows from operations in
2002 and to fund our day to day operations through our operating
cash flows and our current cash and cash equivalents. Operating cash
flows are expected to increase in 2002 as a result of our Operational
Excellence initiatives, reduced integration and transition expenses and
incremental operating cash flows from NorthWestern Energy’s
Montana operations. We intend to issue approximately $200.0 million
in additional equity in 2002 and use the proceeds to retire debt and for
other corporate purposes. Additional funding requirements, including
funding new corporate investment and acquisition and growth
ventures, may require us to incur additional debt or sell additional
equity securities. See the Capital Requirements description that follows,

Our cash, cash equivalents and marketable securities totaled
$148.2 million as of December 31, 2001, as compared to $185.1 million
and $125.7 million at December 31, 2000 and 1999, respectively.
During 2001 and early 2002, we raised cash proceeds from the
following offerings of our securities and new debt facilities.

We completed a 3.68 million share common stock offering,
including an overallotment option, in October 2001. The offering raised
$74.9 million of net proceeds, after expenses and commissions,
Approximately $35.0 million of these net proceeds were contributed to
Blue Dot for the redemption of certain preferred stock and common
stock held by former owners of these businesses pursuant to existing
agreements and the remainder was used for general corporate purposes,
including reducing short-term debt and amounts drawn under our old
credit facility.

On December 21, 2001, NorthWestern Capital Financing II sold
4.0 million shares of its 8 1/4% trust preferred securities and on
January 15, 2002, sold an additional 270,000 shares of its 8 1/4% trust
preferred securities pursuant to an overallotment option. We received
approximately $102.9 million in net proceeds from the offering, which
we used for general corporate purposes and to repay a portion of the
amounts outstanding under our old credit facility. The 8 1/4% trust
preferred securities will be redeemed either at maturity on
December 15, 2031, or upon early redemption.

On January 31, 2002, NorthWestern Capital Financing IIT sold
4.0 million shares of its 8.10% trust preferred securities, and on
February 5, 2002, sold an additional 440,000 shares of its 8.10% trust
preferred securities pursuant to an overallotment option. We received
approximately $107.4 million in net proceeds from the offering, which
we used for general corporate purposes and to repay a portion of the
amounts outstanding under our old credit facility. The 8.10% trust
preferred securities will be redeemed either at maturity on
January 15, 2032, or upon early redemption.

On February 15, 2002, in connection with our recently completed
acquisition of The Montana Power Company’s energy distribution and
transmission business, we assumed $488 million of debt and preferred
stock net of cash received from The Montana Power Company and we
drew down a $720 million term loan and $19 million swing line commit-
ment of our $280.0 million new credit facility to fund our acquisition costs
and repay the recourse bank credit facility. The $488 million of assumed

debt and preferred stock includes various series of mortgage bonds, pollu-

ton control bonds and notes that bear interest rates of between 5.90% to
8.95%. These include both secured and unsecured obligations with
maturities that range from 2003 to 2026. The $720.0 million term loan
and $280.0 million credit facility expire on February 14, 2003.

On March 13, 2002, we issued $250 million 7 7/8% Notes due
March 15, 2007, and $470 million 8 3/4% Notes due March 15, 2012,
which resulted in net proceeds to us of $714.1 million. We have applied
these net proceeds together with available cash to fully repay and termi-
nate the $720 million term loan portion of our credit facility.

MATERIAL BORROWINGS
We and our subsidiaries had the following long-term and short-
term debt commitments as of December 31, 2001:

2004
thousands Total 2002 2003 2006
Recourse Debt:
Mortgage Bonds, 6.99%,

7.00% and 7.10% $ 120,000 $ 5,000 $ — $ 60,000
Senior Unsecured Debt,

6.95% 105,000 — — —
Polludon Control Obligations,

5.85% and 5.90% 21,350 — — —
Floating Rate Notes,

LIEOR + 0.75% (1) 150,000 150,000 — —
Bank Credit Facility,

Variable—-Market Rate 132,000 — 132,000 —
Nonrecourse Debt: :

Senior Secured Notes,

7.33%, 7.53%, 8.08%,

8.27% and 10.26% 410,000 — 41,786 152246
Line of Credit, 12.00% 125000 125,000 — —
365-day Term Loan,

LIBOR + 1.50% (1) 53,603 53,603 — —
Bank Credit Facilities, Variable—

See Discussion Below 54,150 54,150 — —
Other Term Debt, Various—

See Discussion Below 69,067 16,544 10,466 40478

Total Debt $1,240,170 $404,297 $184,252 $252.724
(1) LIBOR refers to the London Interbank Offered Rates

DESCRIPTION OF DEBT

The following is certain additional material information relating to
our debt facilities listed in the above table. Information relating to each
facility is presented in the same order as it appears in the table.

RECOURSE DEBT

The Mortgage Bonds are three series of general obligation bonds
we issued, that are secured by substantially all of our electric and natural
gas assets. As reflected in the table above, these bonds mature in 2002,
2005 and 2023,

The Senior Unsecured Debt is a general obligation that matures in
2028. We issued this debt in November 1998, and the proceeds were used
to repay short-term indebtedness and for general corporate purposes.

The Pollution Control Obligations are three obligations we issued
in 1993 that are secured by substantially all of our electric and gas assets.

The Floating Rate Notes are notes we issued in a private place-
ment in September 2000, which mature on September 21, 2002. The
effective interest rate on the notes for 2001 was 5.2% with a rate at
December 31, 2001, of 2.65%.

The Bank Credit Facility was refinanced and paid in full on
February 15, 2002, in connection with our acquisition of Montana
Power LLC. We currently have the right to borrow $280.0 million under
a new facility entered into on January 14, 2002. As of February 28,2002,
there were no outstanding borrowings under this facility. This facility
matures on February 14, 2003, and has a variable interest rate tied to
LIBOR plus an applicable margin.
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NONRECOURSE DEBT

The Senior Secured Notes are a series of five note offerings made by
CornerStone and a majority of the notes are collateralized by substantially
all of the assets of CornerStone. These notes contain several restrictive
covenants: a restriction on CornerStone’s ability to incur additional debrt,
covenants relating to the ratio of consolidated cash flow to consolidated
interest expenses and restrictions on certain extraordinary transactions,
such as mergers. Additionally, upon the sale or disposition of certain assets,
CornerStone may be required to repay all or a portion of these notes.

The Line of Credit represents a short-term line of credit provided
to Expanets by Avaya for the purpose of financing purchases of Avaya
products. This facility was recently amended to extend the repayment
term through December 31, 2002, with scheduled interim payments;
however, no further borrowings may be made under this facility. If
Expanets defaults on this facility, we may be obligated to purchase up
to $50 million of inventory and accounts from Avaya.

The 365-day term loan is a facility maintained by Montana
Megawatts [, LLC, one of our subsidiaries. This loan matures on
September 28, 2002, and allows maximum borrowings of $55.0 million
to finance the purchase of certain equipment and related expenses for a
240-megawatt natural gas-fired generation project currently under
construction in Great Falls, Mont. We have provided a guarantee for 50%
of the borrowings outstanding (maximum of $27.5 million) on the loan.
As of December 31, 2001, the effective interest rate of the loan was 4.63%.

The Bank Credit Facilities includes two facilities:

* a bank credit facility maintained by CornerStone, which
provides $50.0 million of available credit for general corpo-
rate purposes, of which $41.2 million was outstanding at
December 31, 2001, with an effective interest rate of 4.65%
and which expires on November 28, 2002; and

* a bank credit facility maintained by Blue Dot, which has since
expired and been paid in full, but there was $13.0 million
outstanding on this facility at December 31, 2001.

The CornerStone facility bears interest at a variable rate tied to a
certain Eurodollar index or prime rate plus a variable margin, which
depends upon CornerStone’s ratio of consolidated debt to consolidated cash
flow and the effective rate at December 31, 2001, was 4.65%. As part of
this facility, we agreed to provide a guaranty for the entire $50.0 million. In
consideration for providing this guaranty, CornerStone’s independent
Audit Committee and Board of Directors approved a cash payment to us
of $2.3 million and granted us 487,179 warrants to purchase common
units at $.10 per unit. All of the commitment fee has been accrued, but
remains unpaid at December 31, 2001. CornerStone was in breach of
certain covenants under this facility and it was amended January 18, 2002.
As part of the amendment, CornerStone’s ability to pay Minimum
Quarterly Distributions to its common unit holders has been suspended
for the remaining term of the facility.

The Other Term Debt includes various capital leases and a
$35.0 million subordinated note payable to Avaya. In April 2000,
Expanets completed a transaction to purchase the Lucent GEM business
and, as part of the transaction, Expanets issued Avaya a $35.0 million
subordinated note and a $15.0 million convertible note, The $15.0 million
note converted into Series D Preferred Stock of Expanets prior to the end
of 2001. The $35.0 million subordinated note, which matures on
March 31, 2005, is discounted at December 31, 2001, to $23.7 million,
as it is noninterest bearing. The remaining obligations are principally
capital lease obligations used to finance equipment purchases and capital
leases and notes payable assumed by our subsidiaries in connection with
their respective acquisitions of other businesses. These leases have
various implicit interest rates, which range from 7.25% to 10.50%.

CAPITAL REQUIREMENTS
We expect to fund our day-to-day operations through our operating
cash flow and our current cash and cash equivalents. Our principal capital

requirements nclude continued funding for growth of existing business
segments; funding new corporate investment and development ventures;
funding maintznance and expansion programs; funding debt and preferred
stock retirements, sinking fund requirements, and the payment of
dividends to our common shareholders, all of which may require us to
incur additional debt or sell additional equity securities.

Maintenance capital expenditures for property, plant and equip-
ment for the years ended December 31, 2001, 2000 and 1999, were
$47.4 million, $32.1 million and $32.6 million, respectively. We
estimate that our maintenance capital expenditures for 2002 and 2003
would have been $43.8 million and $52.0 million, respectively had we
not completed The Montana Power Company acquisition. However,
including the maintenance capital expenditures associated with assets
we acquired in The Montana Power Company transaction, we
estimate that our actual maintenance capital expenditures in 2002 and
2003 will be $101.1 million and $107.7 million, -espectively. Qur
maintenance capital expenditures are continually examined and
evaluated and may be revised in light of changing business operating
conditions, variation in sales, investment opportunities and other
business factors.

As of December 31, 2001, debt facilities totaling $588.5 million
maintained by us or our subsidiaries will mature in 2002 and 2003 and
will need to b= repaid or extended. Subsequent to December 31, 2001,
we repaid our $132.0 million credit facility and the $13.0 million
Blue Dot credit facility borrowings that were outstanding (as
discussed previously under “Recourse Debt” and “Nonrecourse
Debt,” respectively). The remaining debt facilities are highlighted
within the “Material Borrowings” table.

We intenid to finance these obligations in a rumber of ways,
including the issuance of additional securities and by obtaining new
credit arrangements. We intend to issue approximate'y $200.0 million
in additional equity in 2002 and use the proceeds to ratire debt and for
other corporate purposes. However, there can be no assurance that we
will be successful in our refinancing endeavors.

Several of the maturing obligations are obligations of our
subsidiaries. It the subsidiaries are unable to secure alrernate financing,
we may need to provide them with additiona! financing to repay these
maturing oblizations and to fund their operations.

Blue Dot has expanded its operations through an aggressive
strategy of acquiring existing complementary businesszs. These acquisi-
tions have been funded, in part, through Blue Dot’s prior credit facility.
Blue Dot is currently negotiating with various banks for a replacement
facility. If Blue Dot is not able to secure an acceptable facility, it will be
likely that we will need to provide Blue Dot with additional funding for
acquisitions and general operating purposes.

Expanets is in the process of seeking an asset-based commercial
credit facility to replace the Avaya line of credit and to provide operating
capital to fund its day-to-day operations. If Expanets is unable to secure
an acceptable facility, it will be likely that we will need to provide
Expanets wita additional funding for general operating purposes.
Additionally, Jixpanets is in the process of implementing its new enter-
prise software system, which it calls the EXPERT system. We expect
that Expanets will need to invest additional funds in the EXPERT
system to fully implement it. We may need to provide Expanets with
funding to cornplete this implementation.

On July 27,2001, CornerStone’s Board of Directors announced that the
distribution to common unitholders for the quarter ending June 30, 2001,
would be reduced by 50% to $.27, and on January 18, 2002, in connection
with restructurng its credit facility, CornerStone suspended the distribu-
tion for the remaining term of the credit facility. Both the reduction
and subsequent elimination of distributions are subject to arrearage
privileges, so that no distribution will be made to the holders of
CornerStone’s subordinated units until the arrearages have been paid
to the holders of common units. We hold, directly or indirectly, all of the
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subordinated units and 379,438 common units. Approximately
17,293,000 common units are publicly traded and are held by other
investors who are not affiliated with CornerStone. Distributions subject to
arrearage privileges totaled $1.08 per common unit at December 31, 2001.

In July 2001, CornerStone formed a Special Committee of its
Board of Directors to review the partnership operating plan and capital
structure. CornerStone also announced it has engaged Credit Suisse
First Boston Corporation to pursue the possible sale or merger of
CornerStone. Based upon CornerStone’s current situation, it is impos-
sible to predict CornerStone’s future capital expenditures or how
CornerStone will obtain the necessary capital.

We will continue to review the economics of extending the maturity
dates or refinancing short-term debt and retiring or refunding remaining
long-term debt and preferred stock to provide financial flexibility and
minimize long-term financing costs. We may continue to make invest-
ments in Blue Dot and Expanets. We have made $643.1 million in aggre-
gate preferred stock investments in Blue Dot and Expanets through
December 31, 2001. Additionally, we have advanced $51.4 million in
credit to Expanets during 2001. Pursuant to our growth strategy, we
have evaluated, and expect to continue to evaluate, possible acquisitions
in related and other industries on an ongoing basis and at any given time
may be engaged in discussion or negotiations with respect to possible
acquisitions. Some of these acquisitions may be significant and might
require us to raise additional equity and/or incur debt financings, which
are subject to certain risks and uncertainties.

SIGNIFICANT ACCOUNTING POLICIES

The preparation of our financial statements includes the applica-
tion of several significant accounting policies. Understanding these
policies is critical to comprehending our financial statements. The
following is a discussion of the most significant policies we apply.
Additional policies are described in Note 1 of our audited financial
statements included with this report.

REVENUE RECOGNITION

Revenues are recognized differently depending on the type of
revenue. Electric and natural gas utility revenues are recognized when
customers are billed on a monthly basis, rather than on the basis of
meters read or energy delivered. Communications and HVAC revenues
are recognized when goods are delivered to customers or services are
performed (except for revenues for services performed under material
installation or service contracts, which are recognized in any given
period based on the percentage of costs incurred to date in relation to
total estimated costs to complete the contracts). Propane sales revenues
are recognized when fuel products are shipped or delivered to customers.

REGULATORY ASSETS AND LIABILITIES

Our regulated operations are subject to the provisions of
SFAS No. 71, Accounting for the Effects of Certain Types of
Regulations. Our regulatory assets are the probable future revenues
associated with certain costs to be recovered from customers through
the ratemaking process. Regulatory liabilities are the probable future
reductions in revenues associated with amounts to be credited to
customers through the ratemaking process. If any part of our operations
become no longer subject to the provisions of SFAS No. 71, the
probable future recovery of or reduction in revenue with respect to the
related regulatory assets and liabilities would need to be evaluated. In
addition, we would need to determine if there was any impairment to
the carrying costs of deregulated plant and inventory assets.

MINORITY INTEREST IN CONSOLIDATED SUBSIDIARIES
Equity interests of the former owners of companies acquired by
Expanets and Blue Dot who continue to hold an interest in Expanets
and Blue Dot are reflected as Minority Interests in our consolidated
financial statements. The public common unitholders’ interest. in

CornerStone’s net assets are also included in Minority Interests in our
consolidated financial statements,

The income or loss allocable to Minority Interests will vary in the
future depending on the underlying profitability of the various entities,
after giving effect to all expenses of the entities {including where applic-
able, cost allocations from us) and to dividends on the outstanding
preferred stock of these entities that we own, and the equity structure of
these entities. Further, in the event losses at these entities continue, alloca-
tions of those losses to Minority Interests will be limited to the amount
by which the Minority Interest balance of the respective entity exceeds
the amount of such interest subject to exchange agreements. Acquisitions
made by Expanets and Blue Dot generally utilize a combination of cash
and stock (of Expanets and Blue Dot). In connection with certain acquisi-
tions of Expanets and Blue Do, the sellers can elect to exchange the stock
of Expanets and Blue Dot for cash at a predetermined exchange rate. As of
December 31, 2001, exchange agreements totaling $6.0 million for
Expanets and $12.4 million for Blue Dot remained outstanding and are
included in Minority Interests. The equity held by third parties of these
entities as of December 31 is as follows:

Third Party Equity
in thousands Reflected as Minority Interest
2001 2000

Expanets $ 17,124  $140,390
Blue Dot 12,439 51,691
CornerStone 153,245 205,172
Other 504 751

Toral $183,312  $398,004

Loss {income) by entity allocated to Minority Interests is as
follows for the years ended December 31:

in thousands Minority Interests

2001 2000 1999
Expanets $127,893 $49,908 $14,393
Blue Dot 13,555 17,913 10,395
CornerStone 22,096 5,615 (1,861)
Total $163,544 $73,436 $22,927

Based upon the entities’ capital structures at December 31, 2001,
and unless additional minority interest were to be created as a result of
new acquisitions, to the extent losses at Expanets subsequently exceed
$11.1 million, and any further losses at Blue Dot, such losses will be
allocated to us to the extent of our basis and, thereafter, pro rata in
accordance with ownership interests.

DERIVATIVE FINANCIAL INSTRUMENTS

CornerStone and we have entered into commodity futures contracts
for natural gas and liquefied petroleum gas to attempt to reduce the risk
of future price fluctuations. Any increase or decrease in the values of
these contracts are reported as gains and losses in our consolidated state-
ments of income. The fair value of fixed-price commodity contracts are
estimated based on market prices of natural gas, natural gas liquids and
crucle oil for the periods covered by these contracts.

SFAS No. 133, Accounting for Derivative Instruments and
Hedging Activities, requires every derivative instrument (including
certain derivative instruments imbedded in other contracts) to be
recorded in the balance sheet as either an asset or liability measured at
its fair value. SFAS No. 133 requires any changes in the derivative’s fair
value to be currently recognized in earnings, unless specific hedge
accounting criteria are met, We adopted the provisions of
SFAS No. 133, as amended, effective July 1, 2000, consistent with the
timing of CornerStone’s adoption of SFAS No. 133. The initial adoption
of SFAS No. 133 at CornerStone resulted in a charge of $5.3 million.
Such charge is reflected in the consolidated statements of income as a
cumulative effect of change in accounting principles and is shown net of
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taxes of $.5 million and net of minority interest of $3.8 million. Pricing
increases resulting in a change of the fair value of propane related and
natural gas commodity futures were reported as part of cost of sales in
the amount of $.2 million and $.3 million for the years ended
December 31, 2001 and 2000.

SFAS NO. 142, GOODWILL AND OTHER
INTANGIBLE ASSETS AND LONG-LIVED ASSETS

SFAS No. 142, which was issued during 2001 and is effective for all
fiscal years beginning after December 15, 2001, eliminates amortization
of goodwill and allows amortization of other intangibles only if the assets
have a finite, determinable life. Based on SFAS No. 142, we are required
to perform an impairment analysis of intangible assets at the reporting
unit level, at least annually to determine whether the carrying value
exceeds the fair value. In instances where the carrying value is less than
the fair value of the asset, an impairment loss must be recognized.

CornerStone adopted SFAS No. 142 effective July 1, 2001, and we
adopted SFAS No. 142 effective January 1, 2002, CornerStone’s initial
assessment indicated no impairment associated with the adoption.
CornerStone’s amortization expense for the six-month period ended
December 31, 2001, was reduced by approximately $4.0 million as a
result of the adoption. However, the effect of this reduction and all
other impacts of CornerStone’s adoption of SFAS No. 142 have been
fully reversed in our financial statements as a result of our adoption of
SFAS No. 142 on January 1, 2002, We are currently in the process of
evaluating the impact of SFAS No. 142 on all reporting units. While it
is not currently known what the impact to net income will be from the
discontinuance of amortization or possible loss impairments, it is antic-
ipated to have a material effect on the results of operations.

Property, plant and equipment, and intangibles that may be
amortized pursuant to SFAS No. 142 are depreciated and amortized
over their useful lives. The useful life of an asset is based on our
estimate of the period that the asset will provide benefit. We review all
long-lived assets for possible impairment whenever events or changes
in circumstances indicate that the carrying amount of an asset may not
be recoverable as measured by the future net cash flows expected to be
generated by the asset. If such an asset is considered impaired, the
impairment recognized is measured by the amount by which the
carrying amount of the asset exceeds the fair value of the asset.

ADDITIONAL NEW ACCOUNTING STANDARDS

SFAS No. 141, Business Combinations, issued in June 2001, requires
all business combinations initiated after June 30, 2001, to be accounted
for using the purchase method. In addition, it requires that all identifiable
intangible assets be separately recognized and the purchase price allocated
accordingly. In some cases, this will result in the recognition of substan-
tially more categories of intangibles.

SFAS No. 143, Accounting for Asset Retirement Obligations, was
issued in August 2001, It addresses financial accounting and reporting for
obligarions associated with the retirement of tangible long-lived assets and
the associated asset retirement costs, SFAS No. 143 is effective for fiscal
years beginning after June 15, 2002. The impact on our results of opera-
tions and financial position is currently under review by management.

SFAS No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets, was issued in October 2001. It establishes a single
accounting model for long-lived assets to be disposed of by sale.
SFAS No. 144 is effective for fiscal years beginning after December 15, 2001.
The impact of the Statement on our results of operations and financial
position is currently under review by management.

RISK FACTORS

Operation of our businesses involves a number of risks. You
should carefully consider the risk factors described below, as well as the
other information included or incorporated by reference in our
Form 10-K and this Annual Report when considering investment in our

securities. The risks and uncertainties described belovs are not the only
ones facing our company. Additional risks and uncertainties not
presently known or that we currently believe to be less significant may
also adverselv affect us. If any of the risks discussed below actually
occur, our business, financial condition, operating results or cash flows
could be materially adversely affected.

Our growth strategy is subject to risks and uncertainties,
including these related to the integration of acquired businesses. A
substantial part of our growth has been from acquisitions, and a
substantial part of future growth in our utility business may come
from acquisitions. Our growth strategy is subject to certain risks and
uncertainties, including:

¢ the future availability of market capital to fund develop-
mer:t and acquisitions, -

¢ our ability to develop and implement new growth initiatives,

¢ our ability to identify acquisition targets,

* our response to increased competition,

¢ our ability to attract, retain and train skilled team members,

* governmental regulations and

® gencral economic conditions relating to the economy and
capital markets.

Many of our acquisitions at Expanets and Blue Dot have involved
the issuance of common stock in those subsidiaries. This common
stock creates minority interests against which operating losses, if any,
are allocated to the extent of basis. If such subsidiaries incur operating
losses in excess of available minority interest basis, sach losses would
be allocated to us to the extent of our basis and, thereafter, pro rata in
accordance with ownership interests.

In addition, our acquisition activities involve the risk of successfully
transitioning, integrating and managing acquired companies, including
assessing the adequacy and efficiency of information, technical and
accounting systems, business processes and related support functions
and realizing cost savings and efficiencies from integration in excess of
any related restructuring charges. In particular, the integration of
Montana Power LLC into our utility business may involve, among
other things, integration of sales, marketing, billing, accounting, quality
control, management, personnel, payroll, regulatory compliance and
other systems and operating hardware and software, some of which
may be incompatible with our existing systems and therefore may need
to be replaced. In addition, Expanets is subject to risks associated with
its continuing integration of the significant acquisition of the Lucent
GEM business and other acquired businesses, including reliance upon
transition services agreements entered into with the sellers of such
businesses, substantial investments in corporate infrastructure systems
to enable Expanets to terminate such transition services agreements and
the integration of these systems into our existing operations, the
successful integration of the much larger Lucent GEM business with the
existing Expanets business, and the successful transition of the historical
Lucent GEM husiness sales from voice equipment to relatively higher-
margin integrated voice and data services solutions despite weakness in
the communications and data sectors generally. The expansion of our
operations may place significant strain on our management, financial
and other resources. We could expend a substantial amount of time and
capital integrating businesses that have been acquired or pursuing
acquisitions we do not consummate, which could adversely affect our
business, financial condition and results of operations.

We are subject to risks associated with a changing economic
environment. In response to the occurrence of several recent events,
including the Sept. 11, 2001, terrorist attacks on the United States, the
ongoing war a;zainst terrorism by the United States and the bankruptcy
of Enron Corp., the financial markers have been disrupted in general,
and the availability and cost of capital for our business and that of our
competitors has been adversely affected. In addition, although we have
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no known exposure relating directly to Enron Corp. following its
bankruptcy, the credit rating agencies initiated a thorough review of the
capital structure and earnings power of certain energy companies. These
events could constrain the capital available to our industry and could
adversely affect our access to funding for our operations, including the
funding necessary to refinance our indebtedness that is scheduled to
come due in 2002 and 2003 (see the discussion at Liquidity and Capital
Resources). We will need significant additional capital to refinance our
indebtedness that is scheduled to mature and for other working capital
purposes, which we may not be able to obtain. The achievement of our
growth targets is dependent, at least in part, upon our ability to access
capital at rates and on terms we determine to be acceptable. If our
ability to access capital becomes significantly constrained, our financial
condition and future results of operations could be significantly
adversely affected.

The insurance industry has also been disrupted by these events. As
a result, the availability of insurance covering risks we and our competi-
tors typically insure against may decrease. In addition, the insurance we
are able to obtain may have higher deductibles, higher premiums and
more restrictive policy terms.

A downgrade in our credit rating could negatively affect our
ability to access capital. Moody’s, Standard & Poor’s and Fitch rate
our senior, unsecured debt at Baa2 with a negative outlook, BBB and
BBB+, respectively. Although none of our debt instruments contain
acceleration and repayment provisions in the event of a downgrade
in our debt ratings by Moody’s, Standard & Poor’s or Fitch, if such
a downgrade were to occur, particularly below investment grade, our
borrowing costs would increase which would adversely impact our
financial results and condition. In addition, we would likely be
required to pay a higher interest rate in future financings, and our
potential pool of investors and funding sources could decrease,

We will need significant additional capital to refinance our indebt-
edness that is scheduled to mature and for other working capital
purposes, which we may not be able to obtain. We have completed a
number of financings during 2001 and the beginning of 2002 as
discussed in Liquidity and Capital Resources. In addition, we will be
required to obtain significant additional capital in 2002 and 2003 to
execute our business plan, including for working capital purposes and
to repay existing indebtedness scheduled to mature during the year. In
particular, we will be required to repay, refinance or extend the
following indebtedness:

¢ Expanets’ current $125.0 million equipment purchase
financing facility with Avaya, which is scheduled to mature
on March 31, 2002;

¢ our $150.0 million aggregate principal amount of floating rate
notes, which are scheduled to mature on September 21, 2002; and

* our new $280.0 million working capital facility, which is
scheduled to mature on February 14, 2003.

We intend to issue approximately $200.0 million in additional equity

in 2002 and use the proceeds to retire debt and for other corporate
purposes. We may also issue additional other debt or equity during the year
for these purposes. Our ability to obtain additional financing will be depen-
dent on a number of factors, including those discussed in these Risk Factors.
We cannot assure you that we will be able to obtain such financing on
acceptable terms and in adequate amounts to accomplish our objectives.
We face uncertainty with respect to our ability to fully recover
transition costs, the resolution of our default supply filings that are
pending before the Montana Public Service Commission, or MPSC, and
the outcome of other rate orders of the MPSC. Montana law requires
that the MPSC determine the value of net unmitigable transition costs
associated with the transformation of the Montana Power utility
business from a vertically integrated electric service company to a utility
providing only default supply and transmission and distribution services.

The MPSC is also obligated to set a competitive transition charge to be
included in distribution rates to collect those net transition costs. The
majority of these transition costs relate to out-of-market power purchase
contracts, which run through 2032, that the former owner of Montana
Power LLC was required to enter into with certain “qualifying facilities”
as established under the Public Utility Regulatory Policies Act of 1978.
The former owner of Montana Power LLC estimated the pre-tax net
present value of its transition costs to be approximately $304.7 million
in a filing with the MPSC on October 29, 2001.

On January 31, 2002, the MPSC approved a stipulation among the
former owner of Montana Power LLC, us and a number of other parties,
which, among other things, conclusively established the pre-tax net
present value of the transition costs relating to out-of-market power
purchase contracts recoverable in rates to be approximately
$244.7 million, or approximately $60.0 million less than the former
owner of Montana Power LLC estimated in its initial filing with the
MPSC. In addition, the stipulation set a fixed annual recovery for the
transition costs beginning at $14.9 million in the first year after imple-
mentation and increasing up to $25.6 million in the fourth year and
thereafter. Because the recovery stream as finalized by the stipulation is less
than the total payments due under the out-of-market power purchase
contracts, the difference must be mitigated or covered from other revenue
sources. We estimate that the annual after tax differences will be approx-
imately $1.9 million in 2002, increasing to a high of approximately
$13.2 million in 2017. The aggregate after tax amount of the differences
over the 28-year life of these contracts would be approximately
$193.5 million. Although we believe we have opportunities to mitigate the
impact of these differences, we cannot assure you that we will be
successful. To the extent we are unable to mitigate these differences, our
net income and financial condition could be adversely affected.

On October 29, 2001, the former owner of Montana Power LLC
filed with the MPSC its default supply portfolio, containing a mix of long
and short-term contracts from new and existing generators. We expect
that the costs of the default supply portfolio and a competitive transition
charge for out-of-market costs will increase residential electric rates in
Montana Power LLC’s service territories by approximately 20%. This
filing seeks MPSC review of the supply portfolio to establish that the
contracts meet applicable prudency standards and to establish default
supply rates for customers who have not chosen alternate suppliers
during the transition period ending on June 30, 2007. The MPSC has set
a procedural schedule on the default supply portfolio and an order is
expected in April 2002. If the MPSC does not approve the default supply
portfolio, we may be required to seek alternate sources of supply. The
MPSC could also disallow the recovery of the costs incurred in entering
into the default supply portfolio if a determination is made that the
contracts were not prudently entered into. A failure to recover such costs
could adversely affect our net income and financial condition.

On June 27, 2001, the MPSC issued an order, which, among other
things, required that if the former owner of Montana Power LLC desired
a power supply rate change at the end of its current rate moratorium in

~ Montana on July 1, 2002, it was required to make a filing containing

information that supports what rates would be if the regulatory system
in place prior to deregulation remained intact. The former owner of
Montana Power LLC did not make a filing by the required date, but
mnstead filed a motion for reconsideration with the MPSC, which was
subsequently denied. On September 6, 2001, the former owner of
Montana Power LLC filed a complaint against the MPSC in Montana
state court in Helena, Mont. disputing this order as having no basis
under applicable law. We believe that approval by the MPSC of cost
recovery for the default supply portfolio discussed above will resolve this
matter. We cannot predict the ultimate outcome of this matter or its
potential effect on our financial position or results of operations.

Our utility business is subject to extensive environmental regula-
tions and potential environmental liabilities, which could result in
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MANAGEMENT'S DISCUSSION AND ANALYSIS

significant costs and liabilities. Our utility business is subject to exten-
sive regulations imposed by federal, state and local government author-
ities in the ordinary course of day-to-day operations with regard to the
environment, including environmental regulations relating to air and
water quality, solid waste disposal and other environmental considera-
tions. Many of these environmental laws and regulations create permit
and license requirements and provide for substantial civil and criminal
fines which, if imposed, could result in material costs or liabilities. We
regularly monitor our operations to prevent adverse environmental
impacts. We may be required to make significant expenditures in
connection with the investigation and remediation of alleged or actual
spills and the repair and upgrade of our facilities in order to meet future
requirements under environmental laws. Most of our generating
capacity is coal burning.

The Clean Air Act Amendments of 1990, which prescribe limita-
tions on sulfur dioxide and nitrogen oxide emissions from coal-fired
power plants, required reductions in sulfur dioxide emissions at our Big
Stone plant beginning in the year 2000. The Clean Air Act also contains
a requirement for future studies to determine what, if any, limitations and
controls should be imposed on coal-fired boilers to control emissions of
certain air toxics, including mercury. Because of the uncertain nature the
air toxic emission limits and the potential for development of more strin-
gent emission standards in general, we cannot reasonably determine the
additional costs we may incur under the Clean Air Act.

In addition, the U.S. Environmental Protection Agency, or the EPA,
listed the Milltown Reservoir, which sits behind a hydroelectric dam
owned by Montana Power LLC, on its Superfund National Priority List
in 1983 as a result of the collection of toxic heavy metals in the silts. The
Atlantic Richfield Company, or ARCO, as successor to the Anaconda
Company and a number of small mining companies, has been named as
the Potentially Responsible Party, or PRP, with responsibility for
completing the remedial investigation and feasibility studies and
conducting site cleanup, under the EPA’s direction. The former owner of
Montana Power LLC was not identified as a PRP because it is exempt
from liability for cleanup by virtue of a special statutory exemption. By
virtue of its acquisition of the Montana Power utility business and the
dam, Montana Power LLC succeeded to similar protection under this
statutory exception. ARCO has argued that the former owner of
Montana Power LLC should be considered a PRP and threatened to
challenge its exempt status. The EPA has taken no position. ARCO and
the former owner of Montana Power LLC entered into a settlement
agreement to limit the former owner’s and now Montana Power LLC’s
potential liability, costs and ongoing operating expenditures, provided
that the EPA selects a remedy that leaves the dam and sediments in place
in its final Record of Decision. The final Record of Decision is not
expected 1o be issued until late 2002 or early 2003. Depending on the
outcome of that decision, we may be required to defend our exempt
position. We cannot assure you that we will not incur costs or liabilities
associated with the Milltown Dam site in the future, some of which
could be significant. We have established a $30.0 million reserve
primarily for liabilities related to the Milltown Dam and other
environmental liabilities. To the extent we incur liabilities greater
than our reserve, our financial condition and results of operations
could be adversely affected.

Our operating results may fluctuate on a seasonal and quarterly
basis. Our electric and gas utility business, our CornerStone operations
and to a lesser extent, Blue Dot’s HVAC business are seasonal businesses,
and weather patterns can have a material impact on their operating
performance. Because natural gas and propane are heavily used for
residential and commercial heating, the demand for these products
depends heavily upon weather patterns throughout our market areas,
and a significant amount of natural gas and propane revenues are recog-
nized in the first and fourth quarters related to the heating season.
Demand for electricity is often greater in the summer and winter months

associated with cooling and heating. Similarly, Blue Dot’s business is
subject to sezsonal variations in certain areas of its service lines, with
demand for residential HVAC services generally higher in the second
and third quarters. Accordingly, our operations have historically gener-
ated less revenues and income when weather conditions are milder in
the winter and cooler in the summer. We expect that unusually mild
winters and summers in the future will have an adverse effect on our
results of operations and financial condition.

Changes in commodity prices may increase our cost of producing
and distributing electricity and distributing natural gas and propane or
decrease the cimount we receive from selling electricity, natural gas and
propane, adversely affecting our financial performance and condition.
To the extent not covered by long-term fixed price purchase contracts,
we are exposed to changes in the price and availability of coal because
most of our generating capacity is coal-fired. Changes in the cost of coal
and changes in the relationship between those costs and the market
prices of powsar may affect our financial results. In addition, natural gas
and propane are commodities, the market price of which can be subject
to volatile changes in response to changes in the world crude oil market,
refinery operations, supply or other market conditions. Because the
rates at which we sell electricity and natural gas are set by state regula-
tory authoritizs, and because there may be delays in implementing price
increases to propane customers, we may not be able to immediately pass
on to our retail customers rapid increases in the wholesale cost of such
commodities, which could reduce our profitability.

SPECIAL NOTE REGARDING
FORWARD-LOOKING STATEMENTS

On one or more occasions, we may make statements regarding our assumptions,
projections, expectations, targets, intentions or beliefs about future events. All statements
other than statemznts of historical facts included or incorporated by reference in our Form
10-K and this Annual Report, including, without limitation, the statements in this Annual
Report under “Liquidity and Capital Resources” and “Risk Factors™ and statements located
elsewbere in our Form 10-K and this Annual Report or incorporated by reference therein or
herein relating to expectation of future financial performance, continved growth, changes in
economic conditions or capital markets and changes in customer usage patterns and prefer-
ences, are forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934.

Words or phrases such as “anticipates,” “believes,” “estimates, expects,”
“intends,” “plans,” “predicts,” “projects,” “targets,” “will likely result,” “will continue” or
similar expressions identify forward-looking statements. Forward-looking statements
involve risks and uncertainties which could cause actual results or outcomes to differ materi-
ally from those expressed. We caution that while we make such statements in good faith and
we believe such statements are based on reasonable assumptions, including without limita-
tion, managemeni’s examination of historical operating trends, data contained in records
and other data available from third parties, we cannot assure you that our projections will
be achieved.

In addition to other factors and matters discussed elsewbere in our quarterly, annual
and current repons that we file with the SEC, and which are incorporated by reference into
our Form 10-K and this Annual Report, some important factors that could cause actual
results or outcomes for NorthWestern or our subsidiaries to differ materially from those
discussed in forward-looking statements include, the adverse impact of weather conditions;
unscheduled generation outages; maintenance or repairs; unanticipated changes to fossil fuel
or gas supply costs or availability due to bigher demand, shortages, transportation problems
or other developm.ents; developments in the federal and state regulaiory environment and
the terms associated with obtaining regulatory approvals; costs associated with environ-
mental liabilities and compliance with environmental laws; the rate of growth and economic
conditions in our service territories and those of our subsidiaries; the speed and degree to
which competition: enters the industries and markets in which our businesses operate; the
timing and extent of changes in interest rates and fluctuations in enerJy-related commodity
prices; risks associated with acquisitions, transition and integration of acquired companies,
including implementation of information systems and realizing efficiencies in excess of any
related restructuring charges; reduction of minority interest basis reqiiring us to recognize
an increased share of operating losses at certain of our subsidiaries; our ability to recover
transition costs; agproval of our default supply contract portfolio by tise MPSC; disruptions
and adverse effects in the capital market due to the changing economic environment; our
credit ratings with Moody’s, Standard & Poor’s and Fitch; changes in customer usage
patterns and preferences; and changing conditions in the economy, cap.tal markets and other
factors identified from time to time in our filings with the SEC.

Any forward-looking statement speaks only as of the date on which such statement is
made, and, except as required by law, we undertake no obligation to wupdate any
forward-looking siatement to reflect events or circumstances after the date on which such
statement is made or to reflect the occurrence of unanticipated events, New factors emerge
from time to time, and it is not possible for management to predict al! such factors.
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REPORT OF MANAGEMENT

The management of NorthWestern Corporation is responsible for the integrity and objectivity of the financial
information contained in this Annual Report. The consolidated financial statements, which necessarily include some
amounts which are based on informed judgments and estimates of management, have been prepared in conformity with
accounting principles generally accepted in the United States.

In meeting this responsibility, management maintains a system of internal accounting controls, which is designed to
provide reasonable assurance that the assets of the Corporation are safeguarded and that transactions are executed in
accordance with management’s authorization and are recorded properly for the preparation of financial statements. This
system is supported by written policies, selection and training of qualified personnel, an appropriate segregation of
responsibilities within the organization, other internal accounting controls and direct management monitoring and
review, The Board of Directors, through the Audit Committee, which is comprised entirely of outside directors, oversees
management’s responsibilities for financial reporting. The Audit Committee meets regularly with ‘management and the
independent public accountants to make inquiries as to the manner in which each is performing its responsibilities. The
independent public accountants have unrestricted access to the Audit Committee, without management’s presence, to
discuss auditing, internal accounting controls and financial reporting matters.

Arthur Andersen LLP, an independent public accounting firm, has been engaged annually to perform an audit of the
Corporation’s consolidated financial statements. Their audit is conducted in accordance with auditing standards generally
accepted in the United States and includes examining, on a test basis, supporting evidence, assessing the Corporation’s
accounting principles and significant estimates made by management, reviewing financial controls and evaluating the overall
financial statement presentation to the extent necessary to allow them to report on the fairness, in all material respects, of
the operating results and financial condition of the Corporation.

df s et Dt P 7 L

Merle D. Lewis Richard R. Hylland Kipp D. Orme
Chairman and President and Vice President and
Chief Executive Officer Chief Operating Officer Chief Financial Officer

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Shareholders and Board of Directors of NorthWestern Corporation:

We have audited the accompanying consolidated balance sheets of NORTHWESTERN CORPORATION (a Delaware
corporation) AND SUBSIDIARIES as of December 31, 2001 and 2000, and the related consolidated statements of income,
cash flows and shareholders’ equity for each of the three years in the period ended December 31, 2001. These financial
statements are the responsibility of the Corporation’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of NorthWestern Corporation and Subsidiaries as of December 31, 2001 and 2000, and the results of their operations
and their cash flows for each of the three years in the period ended December 31, 2001, in conformity with accounting
principles generally accepted in the United States.

As discussed in Note 1 to the consolidated financial statements, NorthWestern Corporation adopted the provisions
of Statement of Financial Accounting Standards No. 133, Accounting for Derivative Instruments and Hedging Activities,
effective July 1, 2000.

MMMLLP

Minneapolis, Minnesota
February 1, 2002, except for Note 18 as to which the date is February 15, 2002
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CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31 B 2001 2000 1999
in thousands except per share amounts
Operating Revenues $4,237,755 $7,132,090 $3,004,340
Cost of Sales 3,380,188 6,295,675 2,467,765
Gross Margin 857,567 836,415 536,575
Operating Expenses
Selling, general and administrative 790,936 686,814 388,717
Depreciation 66,138 58,034 43,602
Amortization of goodwill and other intangibles 59,627 50,295 24,700
Restructuring charge 24,916 — —
Total operating expenses 941,617 795,143 457,019
Operating Income {Loss) (84,050) 41,272 79,556
Interest Expense (90,365) (77,207) (53,154)
Investment Income and Other 8,023 8,981 9,800
Income (Loss) Before Income Taxes and Minority Interests (166,392) (26,954) 36,202
Benefit (Provision) for Income Taxes 47,380 4,117 (14,466)
Income (Loss) Before Minority Interests (119,012) (22,837) 21,736
Minority Interests 163,544 73,436 22,927
Income Before Cumulative Effect of Change in Accounting Principle 44,532 50,599 44,663
Cumulative Effect of Change in Accounting Principle,

Net of Tax and Minority Interests — {1,046) —
Net Income 44,532 49,553 44,663
Minority Interests on Preferred Securities of Subsidiary Trusts (6,827) (6,601) {6,601)
Dividends on Preferred Stock (191) (191) (191)
Earnings on Common Stock $ 37,514 $ 42,761 $ 37,871
Average Common Shares Qutstanding 24,390 23,141 23,094
Basic Earnings per Average Common Share:

Before cumulative effect $1.54 $1.89 $1.64
Cumulative effect of change in accounting principle — (.04) —
$1.54 $1.85 $1.64

Diluted Earnings per Average Common Share:
Before cumulative effect $1.53 $1.87 $1.62
Cumulative effect of change in accounting principle — (.04) —
$1.53 $1.83 $1.62
Dividends Declared per Average Common Share $1.21 $1.13 $1.05

See Notes to Consolidated Financial Statements




CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31 2001 2000 1999
in thousands

Operating Activities:

Net Income $ 44,532 $ 49,553 § 44,663
Items not affecting cash:
Depreciation 66,138 58,034 43,602
Amortization 59,627 50,295 24,700
Deferred income taxes ' (48,529) (9,493) {9,518)
Minority interests in net losses of consolidated subsidiaries {163,544) (73,436) (22,927)
Foreign currency adjustments 429 (732) (261)
Cumulative effect of change in accounting principle — 1,046 —
Changes in current assets and liabilities, net of acquisitions: ]
Accounts receivable 332,545 (181,622) (27,193)
Inventories 37,907 (41,451) {34,704)
Other current assets (31,704) {(9,285) 6,071
Accounts payable {252,124) 184,653 33,113
Accrued expenses 80,988 66,665 15,848
Other, net 736 (17,502) (1,671)
Cash flows provided by operating activities 127,001 76,725 71,723
Investment Activities:
Property, plant, and equipment additions {40,868) (32,097) (32,599)
Sale of noncurrent investments and assets, net 7,053 5,753 (34,198)
Acquisitions and growth expenditures (157,042) (152,765) (207,663)
Cash flows used in investing activities (190,857) (179,109) (206,064)

Financing Activities:

Dividends on common and preferred stock (29,956) (26,312) (24,447)
Minority interest on preferred securities of subsidiary trusts (6,827) (6,601) (6,601)
Subsidiary payment of common unit distributions (27,364) (37,124) {37,003)
Proceeds from issuance of common stock and common units 74,878 21 (971)
Proceeds from exercise of warrants — 182 1,657
Issuance of long-term debt — 149,625 —
Repayment of long-term debt (5,000) (5,000) (5,000)
Line of credit borrowings, net 16,931 53,300 58,000
Issuance of preferred securities of subsidiary trusts 96,833 — —
Subsidiary repurchase of minority interests {57,768) (20,773) (7,669) -
Line of credit {repayments) borrowings of subsidiaries, net (66,516) 21,670 3,146
Issuance of nonrecourse subsidiary debt 2,884 76,877 133,608
Repayment of nonrecourse subsidiary debt (25,915) (15,857) (7,267)
Short-term borrowings of subsidiaries, net 53,603 (14,700) 14,700
Commercial paper (repayments) borrowings, net — (11,000) 11,000
Cash flows provided by financing activities 25,783 164,308 133,153
Increase (Decrease) in Cash and Cash Equivalents (38,073) 61,924 (1,188)
Cash and Cash Equivalents, beginning of period 91,601 29,677 30,865
Cash and Cash Equivalents, end of period $ 53,528 $ 91,601 $ 29,677

See Notes to Consolidated Financial Statements
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CONSOLIDATED BALANCE SHEETS

YEARS ENDED DECEMBER 31 2001 2000
in thousands
ASSETS
Current Assets:
Cash and cash equivalents $ 53,528 $ 91,601
Accounts receivable, net 382,329 710,440
Inventories 106,228 143,870
Other 86,461 55,080
Total current assets 628,546 1,000,991
Property, Plant and Equipment, Net 818,367 695,965
Goodwill and Other Intangible Assets, Net 979,648 1,033,035
Other:
Investments 94,650 93,463
Other assets 96,150 74,616
Total assets $2,617,361 $2,898,070
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities:
Current maturities of long-term debt § 155,000 $ 5,000
Current maturities of long-term debt of subsidiaries—nonrecourse 29,469 121,963
Short-term debt of subsidiaries-nonrecourse 219,828 —
Accounts payable 264,844 638,818
Accrued expenses 259,959 194,896
Total current liabilities 929,100 960,677
Long-term Debt 373,350 507,650
Long-term Debt of Subsidiaries-Nonrecourse 462,523 506,215
Deferred Income Taxes 5,934 55,549
Other Noncurrent Liabilities 75,476 59,524
Total habilities 1,846,383 2,089,615
Commitments and Contingencies (Notes 2, 7, 8, 15)
Minority Interests 183,312 398,004
Preferred Stock, Preference Stock and Preferred Securities:
Preferred stock—4 1/2% series 2,600 2,600
Redeemable preferred stock—6 1/2% series 1,150 1,150
Preference stock — —
Corporation obligated mandatorily redeemable preferred
securities of subsidiary trusts 187,500 87,500
Total preferred stock, preference stock and preferred securities 191,250 91,250
Sharcholders’ Equity:
Common stock, par value $1.75; authorized 50,000,000 shares;
issued and outstanding 27,396,762 and 23,411,333 47,942 40,968
Paid-in capital 240,797 165,932
Treasury stock, 155,943 shares at cost (3,681) —
Retained earnings 112,307 111,355
Accumulated other comprehensive income (loss) (949) 946
Total shareholders’ equity 396,416 319,201
Total liabilities and shareholders’ equity $2,617,361 $2,898,070

See Notes to Consolidated Financial Statements




CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Accumulated

Number of Number of Other Total
Common Treasury Common Paid-in  Treasury Retained Comprehensive Shareholders’
Shares Shares Stock Capital Stock Earnings Income (Loss) Equity
in thousands
Balance at December 31, 1998 23,017 — $40,279 $158,530 § — § 81,100 $2,192 $282,101
Comprehensive Income:
Net income — — — — — 44,663 — 44,663
Other comprehensive
income (loss), net of tax: :
Foreign currency translations — — — — — — (78) (78)
Unrealized gain on marketable securities
net of reclassification adjustment — — — — — — 2,861 2,861
Exercise of warrants 92 — 159 1,498 — — — 1,657
Distributions on minority interests in
preferred securities of subsidiary trusts — — — — — (6,601) — (6,601)
Dividends on preferred stock — — — — — (191) — (191)
Dividends on common stock — — — — — (24,256) — (24,456)
Balance at December 31, 1999 23,109 — 40,438 160,028 — 94,715 4,975 300,156
Comprehensive Income:
Net income — — — — — 49,553 — 49,553
Other comprehensive
income (loss), net of tax:
Foreign currency translations — — — — — — (212) (212)
Unrealized loss on marketable securities
net of reclassification adjustment — — — — — — (3,817) (3,817)
Issuances of common stock 292 — 512 5,740 — — — 6,252
Exercise of warrants 10 — 18 164 — — — 182
Distributions on minority interests in
preferred securities of subsidiary trusts — — — — — (6,601) — (6,601)
Dividends on preferred stock — — — — — (191) — (191)
Dividends on common stock — — —_ — — (26,121) — (26,121)
Balance at December 31, 2000 23,411 — 40,968 165,932 — 111,355 946 319,201
Comprehensive Income:
Net income — — — — — 44,532 — 44,532
Other comprehensive
income (loss), net of tax:
Foreign currency translations — — — — — — 122 122
Unrealized loss on marketable securities
net of reclassification adjustment — — — — — — (2,017) (2,017)
Issuances of common stock 3,714 — 6,498 68,370 — — — 74,868
Cashless exercise of warrants 272 — 476 6,321 — (6,797) — —
Amortization of unearned
restricted stock compensation — — — 174 — — — 174
Purchases of treasury stock — 156 — —  (3,681) — — (3,681)
Distributions on minority interests in
preferred securities of subsidiary trusts — — — — — (6,827) — (6,827)
Dividends on preferred stock — — — — — (191) — (191)
Dividends on common stock — — — — — (29,765) — (29,765)
Balance at December 31, 2001 27,397 156 $47,942  $240,797 §(3,681) $112,307 $ (949) $396,416

See Notes to Consolidated Financial Statements
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NOTES TO CONSOLIDATED FINANCIAL

1. Significant Accounting Policies
NATURE OF OPERATIONS

NorthWestern Corporation {“Corporation™) is a service and
solutions company providing integrated energy, communications, air
conditioning, heating, ventilation, plumbing and related services and
solutions to residential and business customers throughout North
America, A division of the Corporation is engaged in the regulated
energy business of production, purchase, transmission, distribution
and sale of electricity and the delivery of natural gas to customers
located in the upper Midwest region of the United States. The
Corporation has investments in Expanets, Inc. {“Expanets™), a national
provider of integrated communications, data solutions and network
services to business customers; Blue Dot Services Inc. {“Blue Dot”), a
national provider of heating, ventilating, air conditioning, plumbing
and related services (“HVAC”) and CornerStone Propane Partners, L.P.
(“CornerStone”), a publicly traded Delaware master limited partnership,
formed to engage in the retail propane and wholesale energy-related
commodities distribution business throughout North America.

BASIS OF CONSOLIDATION

The accompanying consolidated financial statements include the
accounts of the Corporation and all wholly and majority-owned or
controlled subsidiaries. The Corporation holds marketable preferred
stock investments, Expanets preferred and common stock, Blue Dot
preferred and common stock, CornerStone subordinated common units
and CornerStone general partner and common units. The financial
statements of these entities are included in the accompanying consoli-
dated financial statements, and therefore included in referencing to
“subsidiaries,” by virtue of the voting and control rights associated with
the common and preferred stock investments (see Note 2, Business
Combinations and Acquisitions, for further discussion as to the nature
and extent of the Corporation’s investments in Expanets, Blue Dot and
CornerStone). All significant intercompany balances and transactions
have been eliminated from the consolidated financial statements.

MINORITY INTEREST IN CONSOLIDATED SUBSIDIARIES

Equity interests of the former owners of companies acquired by
Expanets and Blue Dot who continue to hold an interest in Expanets
and Blue Dot are reflected as Minority Interests in the consolidated
financial statements. The public common unitholders® interest in
CornerStone’s net assets are also included in Minority Interests in the
Corporation’s consolidated financial statements.

The income or loss allocable to minority interests will vary in the
future depending on the underlying profitability of the various
entities, after giving effect to all expenses of the entities (including
where applicable, cost allocations from the Corporation) and to
dividends on the outstanding preferred stock of these entities owned
by the Corporation, and the equity structure of these entities. Further,
in the event losses at these entities continue, allocation of those losses
to minority interests will be limited to the amount by which the
minority interest balance of the respective entity exceeds the amount
of such interest subject to exchange agreements (see Note 2). As of
December 31, 2001, exchange agreements totaling $6.0 million for
Expanets and $12.4 million for Blue Dot remained outstanding and
are included in Minority Interests.

The equity held by third parties of these entities as of December 31
is as follows:

STATEMENTS

Third Party Equity

in thousands Reflected as Minority Interest

2001 2000
Expanets $ 17,124  $140,390
Blue Dot 12,439 51,691
CornerStone 153,245 205,172
Other 204 751
Total $183,312  $398.004

Loss (income) by entity allocated to Minority Interests is as
follows for the years ended December 31:

in thousand; Minority Interests
2001 2000 1999
Expanets $127.893 $49,908  $14,393
Blue Dot 13,555 17,913 10,395
CornerStone 22,096 5,615 (1,861)
Total $163,544  $73,436  $22.927

Based upon the entities’ capital structures at December 31, 2001,
to the extent losses at Expanets and Blue Dot subsequently exceed
$11.1 million, all such losses will be allocated to the Corporation.

USE OF ESTIMATES

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contin-
gent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

CASH EQUIVALENTS

For purposes of the statement of cash flows, the Corporation
generally considers all highly liquid investments purchased with
maturity of taree months or less to be cash equivalents.

ACCOUNTS RECEIVABLE, NET
Accounts; receivable are net of $13.0 million and $11.2 million of
atllowances for uncollectible accounts at December 31, 2001 and 2000.

INVENTORIES

Natural gas inventories for the regulated energy business are
stated at lower of cost or market, using the first-in, first-out (“FIFO”)
method. Materials and supplies for the regulated energy business are
stated at the lower of cost or market, with cost determined using the
average cost method. Inventories for Expanets consist of voice and
data equipment, parts and supplies held for use in the ordinary
course of business and are stated at the lower of cost (weighted
average) or market. Inventories for Blue Dot consist of air condi-
tioning units and parts and supplies held for use in the ordinary
course of business and are stated at the lower of cost or market using
the FIFO method. CornerStone inventories are stated at the lower of
cost or market, with cost being determined using the FIFO method
for natural gas liquids, crude oil, natural gas and parts, and the
specific identification method for appliances.

INVESTMENTS

The Corporation classifies its investments as available-for-sale in
accordance with Statement of Financial Accourting Standards
(“SFAS”) No. 113, Accounting for Certain Investments in Debt and
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Equity Securities. SFAS 115 states that certain investments in debt
and equity securities be reported at fair value. Investments consist
primarily of short-maturity, fixed-income securities and corporate
preferred and common stocks. In addition, the Corporation has
investments in privately held entities and ventures and various money
market and tax-exempt investment programs.

The Corporation’s available-for-sale securities are classified
under the provisions of SFAS 1135 as follows:

Unrealized
in thousands Fair Value Cost Gain (Loss)
December 31, 2001

Preferred stocks $31,460 $32,660  $(1,200)

Marketable securities 63,190 63,190 —
December 31, 2000

Preferred stocks $36,507 $41,110  $(4,603)

Marketable securities 56,956 31,747 5,209

The combined unrealized gain (loss), net of tax, at December 31,
2001 and 2000, was ($.8 million} and $.4 million.

The Corporation uses the specific identification method for
determining the cost basis of its investments in available-for-sale
securities. Realized gains and losses on its available-for-sale securi-
ties were $2.1 million, $2.9 million and $.5 million in 2001, 2000
and 1999.

DERIVATIVE FINANCIAL INSTRUMENTS

The Corporation manages risk using derivative financial instru-
ments for changes in natural gas supply prices, liquefied petroleum
prices and interest rate fluctuations.

The Corporation and CornerStone use commodity futures
contracts to reduce the risk of future price fluctuations for natural
gas and liquefied petroleum gas inventories and contracts. Increases
or decreases in contract values are reported as gains and losses in the
Corporation’s Consolidated Statements of Income.

The fair value of fixed-price commodity contracts were estimated
based on market prices of natural gas, natural gas liquids and crude
oil for the periods covered by the contracts. The net differential
between the prices in each contract and market prices for future
periods has been applied to the volumes stipulated in each contract to
arrive at an estimated future value. Total contracts of $7.2 million and
$4.8 million at December 31, 2001 and 2000, existed with estimated
future liabilities of $7.0 million and $4.5 million.

The Corporation has entered into an interest rate swap agreement
to fix the interest rate on $55.0 million of its term loan obligations of
Montana Megawatts I (a wholly owned subsidiary of the Corporation)
at an average rate of 2.83% per annum. The agreement expires
December 31, 2002. The differential paid or received on interest rate
swap agreements is recognized as an adjustment to interest expense.
Cash flows from the interest rate swap agreement are classified in
cash flows from operations.

The Corporation is exposed to credit loss in the event of nonper-
formance by counter parties. The Corporation minimizes its credit
risk on these transactions by only dealing with leading, credit-worthy
financial institutions having long-term credit ratings of “A” or better
and, therefore, does not anticipate nonperformance. In addition, the
contracts are distributed among several financial institutions, thus
minimizing credit risk concentration.

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are stated at cost less deprecia-
tion. Depreciation is computed using the straight-line method based
on the estimated useful lives of the various classes of property, which
range from three to 40 years. The Corporation includes in property,
plant and equipment external and incremental internal costs associ-
ated with computer software developed for use in the businesses.
Capitalization begins when the preliminary design stage of the
project is completed. These costs are amortized on a straight-line
basis over the project’s estimated useful life once the installed
software is ready for its intended use. During 2001, 2000 and 1999,
the Corporation capitalized costs for internally developed software of
$62.5 million, $4.3 million and $10.7 million. Internal costs capital-
ized for other property, plant and equipment were $18.0 million,
$10.6 million and $10.0 million.

Depreciation rates include a provision for the Corporation’s
share of the estimated costs to decommission three coal-fired
generating plants at the end of the useful life of each plant. The
annual provision for such costs is included in depreciation
expense, while the accumulated provisions are included in other
noncurrent liabilities.

When property for the communications, HVAC or propane
interests are retired or otherwise disposed, the cost and related
accumulated depreciation is removed from the accounts, and the
resulting gain or loss is reflected in operations. No profit or loss is
recognized in connection with ordinary retirements of depreciable
electric and natural gas utility property. Maintenance and repairs are
expensed as incurred, while replacements and betterments that
extend estimated useful lives are capitalized.

Construction work in process is composed principally of costs
incurred to date on the construction of a 240-megawatt natural gas-
fired generation project currently under construction in Great Falls,
Mont. The remaining costs are for various projects underway in the
regulated energy segment.

Property, plant and equipment at December 31 consisted of the
following:

in thousands 2001 2000
Land and improvements $ 17,550 § 17,507
Building and improvements 73,099 74,864
Storage, distribution,
transmission and generation 677,400 664,042
Construction work in process 70,025 13,342
Other equipment 330,835 210,323
1,168,909 980,078
Less accumulated depreciation (350,542) (284,113)

$ 818,367 $695,965
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GOODWILL AND OTHER INTANGIBLES
Goodwill and other intangibles consist of the following at

December 31:

in thousands 2001 2000
Goodwill $ 778,964 $§ 759,215
Noncompete agreements 26,669 27,761
Financing costs 33,437 24,882
Other intangibles 306,038 316,987
1,145,108 1,128,845
Less accumulated amortization {165,460)  (95,810)

$ 979,648 $1,033,035

The excess of the cost of businesses acquired over the fair value
of all tangible and intangible assets acquired, net of liabilities
assumed, has been recorded as goodwill. Other intangibles primarily
consist of dealer agreements, maintenance contracts and assembled
work force costs. Intangibles and goodwill are being amortized over
the estimated periods benefited, which range from three to 40 years.
Financing costs are amortized over the term of the applicable debt.

The Corporation’s policy is to review property, goodwill and
other intangible assets for possible impairment whenever events or
changes in circumstances indicate that the carrying amount of such
assets may not be recoverable as measured by the comparison of the
carrying amount of an asset to future net cash flows expected to be
generated by the asset. If such assets are considered impaired, the
impairment recognized is measured by the amount by which the
carrying amount of the assets exceeds the fair value of the assets.
Assets to be disposed of are reported at the lower of the carrying
amount or fair value less costs to sell. If such review indicates that the
carrying amount is not recoverable, the Corporation’s policy is to
reduce the carrying amount of these assets to fair value.

INSURANCE SUBSIDIARY

Risk Partners, Inc. is 2 wholly owned off-shore insurance subsidiary
created during 2001 to insure worker’s compensation, general liability
and automobile liability risks. At December 31, 2001, Expanets and
CornerStone were insured through Risk Partners, Inc. Reserve require-
ments are established based on actuarial projections of ultimate losses.
Any losses estimated to be paid within one year from the balance sheet
date are classified as accrued expenses, while losses expected to be
payable in later periods are included in other long-term liabilities. Risk
Partners, Inc. has purchased reinsurance policies through a third-party
reinsurance company to transfer a portion of the insurance risk.

REVENUE RECOGNITION

Electric and natural gas utility revenues are based on billings
rendered to customers rather than on meters read or energy delivered.
Customers are billed monthly on a cycle basis. Communications and
HVAC revenues are recognized as goods are delivered to customers or
services are performed, except for work performed under material
installation or service contracts. Revenues under material installation
or service contracts are recognized on the percentage-of-completion
method based on the percentage of costs incurred to date in relation to
total estimated costs for each contract. Provisions for total estimated
losses on uncompleted contracts are recognized in the period such
losses are determined. Revenues from propane sales are recognized
principally when fuel products are shipped or delivered to customers.

INCOME TAXES

Deferred income taxes relate primarily to the difference between
book and tax methods of depreciating property, the difference in the
recognition of revenues for book and tax purposes, certain natural
gas costs, which are deferred for book purposes but expensed
curtently for tax purposes and net operating loss carryforwards.

For book purposes, deferred investment tax credits are being
amortized as a reduction of income tax expense over the useful lives
of the property which generated the credits.

REGULATCRY ASSETS AND LIABILITIES

The regulated operations of the Corporation are subject to the
provisions cof SFAS No. 71, Accounting for the Effects of Certain
Types of Regulations. Regulatory assets represent probable future
revenue asscciated with certain costs, which will Le recovered from
customers through the ratemaking process. Regulatory liabilities
represent probable future reductions in revenues associated with
amounts that are to be credited to customers through the
ratemaking process.

If all or a separable portion of the Corporation’s operations
becomes no longer subject to the provisions of SFAS No. 71, an
evaluation of future recovery of the related regulatory assets and
liabilities would be necessary. In addition, the Corporation would
determine ar;y impairment to the carrying costs of deregulated plant
and inventory assets.

NEW ACCOUNTING STANDARDS

SFAS No. 133, Accounting for Derivative Instruments and
Hedging Aciivities, establishes accounting and reporting standards
requiring thzt every derivative instrument (including certain deriva-
tive instruments imbedded in other contracts) be recorded in the
balance shee: as either an asset or liability measured at its fair value.
SFAS No. 133 requires changes in the derivative’s fair value be recog-
nized currently in earnings unless specific hedge accounting criteria
are met. The Corporation adopted the provisions of SFAS No. 133,
as amended, effective July 1, 2000, consistent with the timing of
CornerStone’s adoption of SFAS No. 133. The initial adoption of
SFAS No. 133 at CornerStone resulted in a charge of $5.3 million
and is reflected in the consolidated statements of income as a cumula-
tive effect of change in accounting principle and is shown net of taxes
of $.5 million and net of minority interest of $3.8 million. Propane
related and natural gas commodity pricing gains relating to the
change in derivatives’ fair value since the date of adoption are
reported as part of cost of sales and total $.2 million and $.3 million
for the years ended December 31, 2001 and 2000.

In evaluating the requirements of Staff Accounting Bulletin
No. 101, an adjustment for certain activities of CornerStone was
required. Certain natural gas and crude oil activitics were recorded
on a one-month-lag basis as sufficient information was not available
to recognize current month activity. In connection with the imple-
mentation of improved information systems and because of the
increase in these activities, CornerStone began to recognize such
activities in the month in which they occurred, beginning with the
quarter ended December 31, 2000. Accordingly, aclditional revenue
and accounts receivable of $321.1 million, cost of szles and ‘accounts
payable of $319.3 million and gross margin of $1.8 million were
recorded in the fourth quarter of 2000.
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SFAS No. 141, Business Combinations, issued in June 2001,
requires all business combinations initiated after June 30, 2001, to be
accounted for using the purchase method. In addition, it requires that
all identifiable intangible assets be separately recognized and the
purchase price allocated accordingly, which will result in the recogni-
tion, in some instances, of substantially more categories of intangibles.

SFAS No. 142, Goodwill and Other Intangible Assets, was also
issued in June 2001 and eliminates amortization of goodwill and
allows amortization of other intangibles only if the assets have a finite,
determinable life. At adoption, and at least annually thereafter, compa-
nies must also perform an impairment analysis of intangible assets at
the reporting unit level, to determine whether the carrying value
exceeds the fair value of the assets. In instances where the carrying
value is less than the fair value of the asset, an impairment loss must be
recognized. Subsequent reversal of a previously recognized impairment
loss is prohibited. SFAS No. 142 is effective for all fiscal years begin-
ning after December 15, 2001, with early application permitted in
some instances for entities with fiscal years beginning after March 15,
2001. CornerStone adopted the provisions of SFAS No. 142 effective
July 1, 2001, and the initial impairment assessment is that there is no
impairment associated with adoption. CornerStone’s amortization
expense for the six-month period ended December 31, 2001, was
reduced by approximately $4.0 million, but the effect of this reduction
and all other impacts of CornerStone’s adoption of SFAS No. 142 have
been fully reversed in the Corporation’s financial statements since the
Corporation will adopt SFAS No. 142 effective January 1, 2002. The
Corporation is currently in the process of evaluating the impact of
SFAS No. 142 on all reporting units. While it is not currently known
what the impact to net income will be from the discontinuance of
amortization or possible loss impairments, it is anticipated to have a
material effect on the results of operations.

SFAS No. 143, Accounting for Asset Retirement Obligations,
was issued in August 2001 and addresses financial accounting and
reporting for obligations associated with the retirement of tangible long-
lived assets and the associated asset retirement costs. SFAS No. 143 is
effective for fiscal years beginning after June 15, 2002, and the
impact on the Corporation’s results of operations and financial
position is currently under review by management.

SFAS No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets, was issued in October 2001 and establishes a
single accounting model for long-lived assets to be disposed of by
sale. SFAS No. 144 is effective for fiscal years beginning after
December 15, 2001, and management is currently evaluating the
impact of the Statement on the Corporation’s results of operations
and financial position.

RELATED PARTY TRANSACTIONS

The Corporation provides certain services to its subsidiaries,
including insurance, administrative support for team member
benefits, transaction structuring, financial analysis and information
technology. These services are provided under arrangements that
include reimbursements for certain costs (primarily salaries) under
terms that approximately reflect the Corporation’s actual costs.
These fees were $15.2 million and $11.5 million in 2001 and 2000
with no fees charged in 1999.

The Corporation extended a $51.4 million operational loan to
Expanets during 2001. The loan was used for general operating

purposes by the business and bears interest at 17% per annum. As an
intercompany transaction, it is has been eliminated from the consol-
idated financial statements.

RECLASSIFICATIONS

Certain 1999 and 2000 amounts have been reclassified to
conform to the 2001 presentation. Such reclassifications had no
impact on net income or shareholders’ equity as previously reported.

SUPPLEMENTAL CASH FLOW INFORMATION

in thousands 2001 2000 1999

Cash paid for:
Income taxes
Interest

Noncash transactions for:

$ 7,297
100,234

$ 7,306
76,228

$24,020
49,591

Exchange of warrants for

common stock
Issuance of restricted stock
Issuance of common stock for

6,795 — —
760 — —

acquisitions and repurchases
of subsidiary stock —

6,252 —

Assets acquired in exchange for
current liabilities and debt

Subsidiary stock issued to
third parties for acquisitions,

21,712 66,241 5,771

debt, earn-outs and notes

receivable 28,739 176,832 41,852

Inventory purchased using
short-term debt

125,000 — —

2. Business Combinations and Acquisitions

EXPANETS

On March 31, 2000, Expanets acquired a portion of Lucent
Technologies’ Growing and Emerging Markets division. As part of the
purchase, Lucent received $145.0 million in junior convertible preferred
stock in Expanets, which is subordinated to the Corporation’s preferred
stock investment and is pari passu with Expanets common stock. The
purchase price also included $64.0 million in cash, a $15.0 million
convertible note and a $35.0 million nonrecourse subordinated
note. As of December 31, 2001, the $15.0 million convertible note
had been converted to Expanets junior convertible Series D
preferred stock.

At December 31, 2001, Expanets had 152 operational centers
located across the United States. The Corporation’s investment in
Expanets at December 31, 2001, consisted of $313.6 million in the
form of 12% coupon nonconvertible preferred stock and $.5 million
in the form of Series B Common Stock that is convertible at the
option of the Corporation into 40% of the originally issued common
stock at Expanets. The Corporation holds supervoting rights through
its preferred stock investment as well.

BLUE DOT

At December 31, 2001, Blue Dot had acquired 91 companies in
29 states. The Corporation’s investment in Blue Dot at December 31,
2001, consisted of $329.4 million in the form of 11% coupon non-
convertible redeemable preferred stock and $.5 million in the form of
Series B Common Stock that is convertible at the option of the
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Corporation into 40% of the originally issued common stock of
Blue Dot. The Corporation holds supervoting rights through its
preferred stock investment as well.

CORNERSTONE

At December 31, 2001, CornerStone’s capital consisted of
17,293,340 Common Units, 6,597,619 Subordinated Units repre-
senting limited partner interests, a 2% aggregate general partner
interest and approximately 676,000 warrants to purchase Common
Units. At December 31, 2001, the Corporation’s wholly and
majority-owned subsidiaries owned all 6,597,619 Subordinated
Units, 379,438 Common Units, all outstanding warrants and an
aggregate 2% general partner interest in CornerStone, for a
combined approximate 30% effective interest.

THE MONTANA POWER COMPANY

On October 2, 2000, the Carporation announced it had entered
into a definitive agreement to acquire The Montana Power Company’s
{NYSE:TAA) energy distribution and transmission business.

On February 13, 2002, the Corporation completed the acquisi-
tion for $602.0 million in cash and the assumption of $488.0 million
in existing Montana Power Company debt and preferred stock, net
of cash received. As a result of the acquisition, the Corporation
will be the provider of natural gas and electricity to more than
590,000 customers in Montana, South Dakota and Nebraska and
the capacity to provide service to wider regions of the country. See
Note 18 for further discussion of this transaction.

OTHER

Acquisitions made by Expanets and Blue Dot generally utilize
a combination of cash and stock (of Expanets or Blue Dot). In
connection with certain acquisitions of Expanets and Blue Dot, the
sellers can elect to exchange the stock of Expanets or Blue Dot for
cash at a predetermined exchange rate. Alternatively, Blue Dot, in
certain circumstances, may, at its election, purchase the stock
directly from the seller at the same predetermined exchange rate
using their choice of cash or common stock of the Corporation.
During 2001, Expanets exchanged $20.3 million in cash for
Expanets stock issued in prior acquisitions and Blue Dot
exchanged $37.5 million in cash. As of December 31, 2001,
exchange agreements totaling $6.0 million for Expanets and
$12.4 million for Blue Dot remained outstanding and are included
in Minority Interests.

The acquisitions made by Expanets, Blue Dot and CornerStone
have been accounted for using the purchase method of accounting
and, accordingly, the assets acquired and liabilities assumed have
been recorded at their fair values as of the dates of acquisitions. The
excess of the purchase price over the fair value of the assets
acquired and liabilities assumed has been recorded as goodwill. The
assets acquired and liabilities assumed in the current year acquisi-
tions have been recorded based upon preliminary estimates of fair
value as of the dates of acquisition. The Corporation does not
believe the final allocation of purchase price will be materially
different from preliminary allocations. Any changes to the prelimi-
nary estimates will be reflected as an adjustment to goodwill.
Results of operations for these acquisitions have been included in
the accompanying consolidated financial statements since the dates
of acquisition. The accompanying unaudited consolidated pro

forma results of operations for the years ended December 31, 2001
and 2000, give effect to the acquisitions as if such transactions had
occurred at the beginning of the period:

Unaudited
in thousands except per share amounts 2001 2000
Revenues $4,269,698 $7,215,467
Net income 46,810 53,619
Diluted earnings per share $1.63 $2.01

As the purchase of Lucent Technologies’ Growing and Emerging
Markets business was an asset purchase rather than an acquisition,
no pro forma results of operations were required by the Securities
and Exchange Commission.

Liabilities for costs associated with the shurdown and consolida-
tion of certain acquired facilities and severance costs at December 31,
2001 and 2000, are as follows:

in thousands 2001 2000

Facility closing and other costs $2.856 $5,830

Severance 195 1,750
$3,051 $7,580

3. Restructuring Charge

The restructuring charge of $24.9 million recognized in the
fourth quarter of 2001 relates to the Corporation’s Operational
Excellence Initiative which is targeting selling, general and adminis-
trative cost reductions of approximately $150 million. The Board of
Directors approved this initiative in November 2001.

The following components of the restructuring charge to
expense for the year ended December 31, 2001, were as follows:

in thousands

Employee termination benefits $16,643
Facility closure costs 4,745
Other 3,528

$24,916

The employee-related termination benefits include severance
costs for 474 employees. Facility closure costs include lease
payments for remaining lease terms of unused facilities after
closure as 'well as any early exit costs that the Corporation is
contractually liable for, Restructuring expenses of $5.6 million had
been paid as of December 31, 2001. The remzining balance of
$19.3 million is part of Accrued Expenses on ~he Consolidated
Balance Shests.

4. Short-Term Debt

The Corporation may issue short-term debi in the form of
commercial paper as interim financing for general corporate
purposes. The Corporation also maintains other secured and
unsecured lires of credit as described in Note 5, Long-Term Debt. At
December 31, 2001, the Corporation did not have any commercial
paper borrowings outstanding.

In May 2001, Expanets obtained a short-term line of credit to
finance product purchases from Avaya, Inc. (succzssor to Lucent).
Borrowings under the line are limited to the lesser of $125.0 million
or the borrowing base (75% of eligible customer accounts plus
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60% of eligible inventory). $125.0 million was outstanding at
December 31, 2001, bearing interest at 12% on any borrowings
outstanding greater than 45 days. The Corporation is obligated by
virtue of a purchase participation obligation to purchase up to
$25.0 million of inventory and accounts upon event of default by
Expanets. The line expires March 31, 2002.

The CornerStone Bank Credit Facility (the “Facility”) was
entered into as of November 28, 2001, and matures on November 28,
2002, and provides $50.0 million of available credit for general
corporate purposes. The Facility bears interest at a variable rate tied
to a certain Eurodollar index or prime rate plus a variable margin,
which depends upon CornerStone’s ratio of consolidated debt to
consolidated cash flow, and can range from .75% to 2.0%. The
Facility is collateralized by substantially all assets of CornerStone and
ranks pari passu with the Senior Secured Notes. The Facility contains
restrictive covenants similar to those under CornerStone’s Senior
Secured Notes and also requires that CornerStone maintain a ratio of
total funded indebtedness to consolidated cash flow, as defined. In
extending the Facility, the Corporation provided a guaranty for the
entire $50.0 million. As a result, CornerStone’s independent Audit
Committee and Board of Directors approved a $2.3 million cash
commitment fee and the issuance of 487,179 warrants to purchase
common units at $.10 per unit. The commitment fee and value of the
warrants are being recognized over the term of the guaranty. At
December 31, 2001, $41.2 million was outstanding on the Facility
with an effective interest rate of 4.65%, but CornerStone was not in
compliance with the financial ratio covenants and therefore no
additional borrowings were available. The Facility was amended on
January 18, 2002, to address certain covenant violations, but also
suspended CornerStone’s ability to pay Minimum Quarterly
Distributions for the remaining term of the Facility (see Note 18).

Montana Megawatts I, LLC, a wholly owned subsidiary of the
Corporation, entered into a 365-day term loan in September 2001 to
finance the purchase of certain equipment and related expenses for a
240-megawatt natural gas-fired generation project currently under
construction in Great Falls, Mont. The loan bears interest at LIBOR
plus 1.50%. The Corporation has provided a guarantee on 50% of
the borrowings outstanding (maximum of $27.5 million) on the
loan. As of December 31, 2001, $53.6 million had been drawn on
the loan with effective interest rate of 4.63% and is reflected on the
balance sheet as part of nonrecourse short-term debt.

5. Long-Term Debt

Long-term debt at December 31 consisted of the following:

in thousands Due 2001 2000
Long-Term Debt
Senior unsecured debt—6.95% 2028  $105,000 $105,000
General mortgage bonds—
6.99% 2002 5,000 10,000
7.10% 2005 60,000 60,000
7% 2023 $ 55,000 § 55,000

in thousands Due 2001 2000
Pollution control obligations—
5.85%, Mercer Co., ND 2023 $ 7,550 § 7,550
5.90%, Salix, [A 2023 4,000 4,000
5.90%, Grant Co., SD 2023 9,800 9,800
Bank credit facility 2003 132,000 111,300
Floating rate notes 2002 150,000 150,000
Less current maturities (155,000) {5,000)
$373,350 $507,650

Substantially all of the Corporation’s electric and natural gas
utility plant is subject to the lien of the indentures securing its general
mortgage bonds and pollution control obligations. General mortgage
bonds of the Corporation may be issued in amounts limited by
property, earnings and other provisions of the mortgage indenture.

The Corporation entered into an unsecured Bank Credit Facility

with a group of commercial banks in June 1999. The Bank Credit

Facility was amended in October 2001 to increase the available credit to
$315 million and extend the Facility maturity date to January 1, 2003.
The Bank Credit Facility is used for general corporate purposes including
acquisitions. There were $132.0 million of borrowings outstanding and
$115.0 million available under the Bank Credit Facility at December 31,
2001, after consideration of nonrecourse debt guaranties and borrow-
ings outstanding. The Bank Credit Facility bears interest at a variable rate
tied to a certain Eurodollar index or prime rate plus a variable margin,
which depends upon the total borrowings outstanding on the Bank
Credit Facility and can range from zero to 2.0%. The effective interest
rate on borrowings outstanding for the year ended December 31, 2001,
was 5.1% with a rate at December 31, 2001, of 3.19%. The Bank Credit
Facility contains restrictive covenants, which require the Corporation to
maintain a minimum net worth and a maximum debt to equity ratio.
The Corporation was in compliance with all terms and covenants at
December 31, 2001. The facility expires January 1, 2003.

On September 21, 2000, the Corporation completed a private
placement of $150 million principal amount of medium term floating
rate notes. Net proceeds of $149.6 million were used to repay a
portion of the debt outstanding from the Corporation’s Bank Credit
Facility. The notes mature September 21, 2002, and bear interest at
LIBOR plus .75%. The effective interest rate on the notes for 2001
was 5.2% with a rate at December 31, 2001, of 2.65%.

The following table summarizes the long-term nonrecourse
obligations of subsidiaries:

in thousands Due 2001 2000
Senior Secured Notes—
7.53% 2010 $220,000  $220,000
7.33% 2013 85,000 85,000
10.26% 2009 45,000 45,000
8.08% 2005 30,000 30,000
8.27% 2009 30,000 30,000
Bank Credit Facility (CornerStone) 2001 — 69,700
Bank Credit Facility (Blue Dot) 2002 12,950 48,478
Subordinated note 23,743 35,000
Convertible promissory note — 15,000
Other term debt Various 45,299 50,000
Less current maturities (29,469) (121,963)
$462,523  $506,215
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The 7.33% and 7.53% Senior Secured Notes are collateralized by
substantially all of the assets of CornerStone and rank pari passu with the
CornerStone Bank Credit Facility (described in Note 4). The 7.53%
Senior Secured Notes mature in the year 2010 with eight equal annual
installments beginning in the year 2003. The 7.33% Senior Secured Notes
mature in the year 2013 with nine equal annual installments beginning in
the year 2005, CornerStone may, at its option and under certain circum-
stances following the disposition of assets, be required to offer to prepay
the Notes in whole or in part. The Notes agreement contains restrictive
covenants applicable to CornerStone including a) restrictions on the
incurrence of additional indebtedness, b) restrictions on the ratio of consol-
idated cash flow to consolidated interest expense of CornerStone, as
defined, and ¢) restrictions on certain liens, loans and investments,
payments, mergers, consolidations, sales of assets and other transactions.

The 8.08% Senior Secured Notes mature in 2005 with equal

- annual installments beginning in the year 2003. The 8.27% Senior

Secured Notes mature in 2009 with equal annual installments begin-
ning in 2003. These notes rank on an equal and ratable basis with the
CornerStone Bank Credit Facility and other Senior Secured Notes. The
10.26% Senior Notes mature in 2009 with equal annual instaliments
beginning in the year 2005 and are subordinated to the 7.53% and
7.33% Senior Secured Notes and the CornerStone Bank Credit Facility.

The Corporation had provided a guaranty and stand-by commit-
ment to purchase up to approximately $70 million of secured loans
under CornerStone’s Bank Credit Facility. The guaranty and stand-by
commitment ended with the expiration of the Bank Credit Facility on
November 28, 2001. In connection with this commitment,
CornerStone’s independent Audit Committee and Board of Directors
approved the payment to the Corporation of a cash commitment fee and
warrants to purchase common units at $.10 per unit. The commitment
fee of $4.6 million remains unpaid, and approximately 189,000 warrants
remain unexercised as of December 31, 2001. The commitment fee and
the value of the warrants were recognized over the term of the guaranty.

As of December 31, 2001, Blue Dot has a Bank Credit Facility with
a group of commercial banks that originally provided for advances up
to $135.0 million. The Bank Credit Facility is used for working capital
and to finance business acquisitions. There were $13.0 million and
$48.5 million of borrowings outstanding under the Bank Credit Facility
at December 31, 2001 and 2000. Under terms of the Bank Credit
Facility, no additional borrowings are available at December 31, 2001.
The Bank Credit Facility bears interest at a variable rate tied to certain
LIBOR rate or prime rate plus a variable margin, which depends upon
Blue Dot’s interest coverage rates. The effective interest rate for 2001
was 8.52% with a rate at December 31, 2001, of 7.50%. The Bank
Credit Facility matured in February 2002, and all borrowings under the
Bank Credit Facility were repaid January 31, 2002.

The balance of other nonrecourse debt of $45.3 million and
$100.0 million at December 31, 2001 and 2000, is generally comprised
of debt assumed and issued in conjunction with acquisitions.

Annual scheduled consolidated retirements of long-term
debt, including nonrecourse debt, during the next five years are
$184.5 million in 2002, $184.3 million in 2003, $48.9 million in
2004, $151.0 million in 2005 and $52.8 million in 2006.

The Corporation and its subsidiaries expect to repay or refinance
all short and long-term debt coming due in 2002 using proceeds from
long-term financings expected to be completed in 2002.

6. Incorne Taxes

Prior to 2000, the Corporation filed separate federal income tax
returns for ixpanets, Blue Dot and the regulated, unregulated and
corporate activities of the Corporation. In 2000, the Corporation
determined that control levels for Blue Dot, as defined by the applic-
able tax regnlations, had been met and allowed for the entity to be
included in the regulated, unregulated and corporate tax return filed
for the year ended December 31, 2000. For 2001, th= Corporation has
determined that the control levels for Expanets have been met as well,
and the entit7 will also be included in the consolidated tax return to be
filed for the vear ended December 31, 2001. The net operating losses

identified in “he tables below have a 20-year carrvforward period.
Income tax expense (benefit) for the years ended December 31

is comprised of the following:

in thousands 2001 2000 1999
Federal income
Current $ 3,269 $ 5,610 $22,079
Deferred (46,546) (9,071) (9,179)
Investment tax benefit (535) (539) (562)
State income tax (3,568) (117) 2,128
$(47,380)  $(4,117) $14,466

The foilowing table reconciles the Corporation’s effective

income tax rate to the federal statutory rate:

2001 2000 1999
Federal statutory rate (35.0)% (35.0)% 35.0%
State income, net of federal benefit  (2.1) — 4.0
Amortization of
investment tax credit (0.3) (2.0) (1.0)
Taxable dividends from subsidiaries — 12.0 5.0
Nondeductitle goodwill amortization 3.8 23.0 11.0
Dividends received deduction
and other investments (.4) (14.0) (10.0)
Valuation allowance 5.9 — —
Other, net (.7) 1.0 (4.0}
(28.8)% (15.0)% 40.0%

The components of the net deferred income tax liability recog-
nized in the Corporation’s Consolidated Balance Sheets are related to

the following temporary differences at December 31:

in thousands 2001 2000
Excess tax depreciation $(84,898) $(95,866)
Safe harbor lzases — 1,238
Regulatory assets 4,189 4,189
Regulatory liabilities (3,138) (2,838)
Unbilled revenue 2,304 7,135
Unamortized investment tax credit 2,205 2,740
Unrealized gain (loss) on investments 144 (3,464)
Compensation accruals 8,010 2,054
Reserves and accruals 29,192 22,702
Recognition of net operating loss carryforward 48,712 —
AMT credit carryforward 1,577 —
Valuation allowance on net operating loss  (11,055) —
Other, net (3,196) 6,561
$ (5,954)  $(55,549)
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7. lJointly Owned Plants

The Corporation has an ownership interest in three electric
generating plants, all of which are coal-fired and operated by other
utility companies. The Corporation has an undivided interest in these
facilities and is responsible for its proportionate share of the capital
and operating costs while being entitled to its proportionate share of
the power generated. The Corporation’s interest in each plant is
reflected in the consolidated balance sheets on a pro rata basis, and
its share of operating expenses is reflected in the consolidated state-
ments of income. The participants each finance their own investment.

Information relating to the Corporation’s ownership interest in
these facilities at December 31, 2001, is as follows:

Big Stone  Neal #4  Coyote I
in thousands (SD) (TA) (ND)
Ownership percentages 23.4% 8.7% 10.0%
Plant in service $48,267 $34,441 $47,120
Accumulated depreciation $29,978 $21,518 $25,414

8. Operating Leases

The Corporation, CornerStone, Expanets and Blue Dot lease office,
office equipment and warehouse facilities under various long-term
operating leases. At December 31, 2001, future minimum lease payments
under noncancelable lease agreements are as follows in thousands:

2002 $27,359 2005 $9,968
2003 $18,632 2006 $6,062
2004 $13,244 Thereafter $4,452

Lease and rental expense incurred was $29.3 million, $23.0 million
and $13.8 million in 2001, 2000 and 1999, respectively.

9. Team Member Benefit Plans

The Corporation maintains a noncontributory defined benefit
pension plan for team members of corporate and the regulated utility
division. The benefits to which a team member is entitled under the plan
are derived using a formula based on the number of years of service and
compensation levels, as defined. The Corporation determines the annual
funding for its plan using the frozen initial liability cost method. The
Corporation’s annual contribution is funded in accordance with the
requirements of the Employee Retirement Income Security Act (“ERISA”).
Assets of the plan consist primarily of debt and equity securities.

Following is a reconciliation of the changes in the plan’s benefit
obligations and fair value of assets over the two-year period ended
December 31, 2001, and a statement of the funded status as of
December 31 of both years:

in thousands 2001 2000

Reconciliation of Benefit Obligation

Obligation at January 1 $46,304 $57,549
Service cost 780 922
Interest cost 3,280 3,805
Actuarial (gain) loss 2,450 (120)
Benefits paid (4,642) (8,316
Plan amendments — (264)
Settlement cost — (11,8835)
Special termination benefits — 4,613

Benefit obligation at end of year $48,172 $46,304

Reconciliation of Fair Value of Plan Assets

Fair value of plan assets at January 1 $58,438 $84,135
Actual return on plan assets (4,925) (5,496)
Benefits paid (4,642) (8,316)
Settlements — (11,8835)

Fair value of plan assets at end of year 48,871 58,438

Funded Status

Funded status at December 31 698 12,133
Unrecognized transition amount 619 773
Unrecognized net actuarial loss (gain) 3,109 (9,220)
Unrecognized prior service cost 1,642 2,099

Prepaid (accrued) benefit cost $ 6,068 § 5785

The following table provides the components of net periodic
benefit cost for the plans for 2001, 2000 and 1999:

in thousands 2001 2000 1999
Service cost $ 780 $ 922 $ 1,149
Interest cost 3,280 3,808 3,682
Expected return on plan assets  {4,738) (6,318) (6,059)
Amortization of

transition obligation 155 155 155
Amortization of prior service cost 457 457 501
Amortization of net gain (215) (729) (672)
Special termination benefits — 4,613 —
Settlement cost — (3,067) —
Net periodic benefit cost (income) § (281) $ (162)  $(1,244)

The prior service costs are amortized on a straight-line basis
over the average remaining service period of active participants.
Gains and losses in excess of 10% of the greater of the benefit
obligation or the market-related value of assets are amortized over
the average remaining service period of active participants.

The assumptions used in calculating the projected benefit
obligation for 2001, 2000 and 1999 were as follows:

2001 2000 1999
Discount rate 7.00% 7.50% 6.75%
Expected rate of return on assets 8.50% 8.50% 8.50%
Long-term rate of increase in
compensation levels 3.50% 3.00% 3.00%

During 1999, the Corporation made available to eligible team
members the option to convert their pension plan benefit to a cash
balance plan. Effective January 1, 2000, eligible new team members
hired after December 31, 1999, are automatically enrolled in the
cash balance plan as there are no new participants in the pension
plan after December 31, 1999. The result of team members
choosing the cash balance plan did not materially impact the
Corporation’s 2000 financial statements. The pension plan will
continue for those eligible team members who did not elect the cash
balance plan.

During 2000, the Corporation made available to select team
members an early retirement window. The impact of that reduction
in participants resulted in the Settlement Costs and Special
Termination Benefits presented in the above table.

The Corporation, Expanets, Blue Dot and CornerStone provide
various team member savings plans, which permit team members to
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defer receipt of compensation as provided in Section 401(k) of the
Internal Revenue Code. Under the Plans, the team member may elect
to direct a percentage of their gross compensation to be contributed
to the Plans. The Corporation contributes up to a maximum of 3.5%
of the team member’s gross compensation contributed to the Plan.
Expanets contributes up to 66.67% of the first 6% of team member
contributions. Blue Dot contributes 25% of the first 6% of team
member contributions, CornerStone contributes from 20% to 40%
of the team member’s contributions to the Plan up to a maximum
amount of 5% of the team member’s salary. Costs incurred under all
of these plans were $8.8 million, $5.8 million and $3.0 million in
2001, 2000 and 1999.

The Corporation also has various supplemental retirement plans
for outside directors and selected management team members. The
plans are nonqualified defined benefit plans that provide for certain
amounts of salary continuation in the event of death before or after
retirement or certain supplemental retirement benefits in lieu of any
death benefits. In addition, the Corporation provides predetermined
death benefits based upon compensation to beneficiaries of eligible
team members who represent a reasonable insurable risk. To
minimize the overall cost of plans providing life insurance benefits,
the Corporation has obtained life insurance coverage to fund the
benefit obligations. Costs incurred under the plans were $3.6 million,
$2.1 million and $2.6 million in 2001, 2000 and 1999.

The Corporation has a deferred compensation trust available to
all team members of corporate and the regulated utility division who
are participants in the team member savings plan and whose
maximum elective contribution permissible under that plan could be
limited by any provision of the Internal Revenue Code. Trust partic-
ipants may invest contributions in common stock of the Corporation
or other diversified investments available in the plan. Any investment
elections in common stock are presented as Treasury Stock, other
mvestments as part of Investments, and an offsetting liability for both
as part of Other Noncurrent Liabilities in the Consolidated Balance
Sheets. Contributions by the Corporation to the plan were $64,000,
$56,000 and $36,000 in 2001, 2000 and 1999.

CornerStone has a Restricted Unit Plan, which authorizes the
issuance of Common Units with an aggregate value of $17.5 million
to directors, executives, managers and selected supervisors of
CornerStone. The value of the Restricted Common Unit is estab-
lished by the market price of the Common Unit at the date of grant.
As of December 31, 2001, Restricted Common Units with a face
value of $13.2 million have been awarded.

10. Employee Stock Ownership Plan

The Corporation provides an Employee Stock Ownership Plan
(“ESOP”) for full-time team members of corporate and the regulated
utility division. The ESOP acquired the majority of its shares through
leveraged loans from a financial institution. The ESOP is funded
primarily with federal income tax savings which arise from the
deductibility of dividends, as allowed by the tax laws applicable to
such team member benefit plans. Active team members enrolled in
the plan prior to 1989 receive annual cash dividend payments and
may voluntarily contribute back to the plan a percentage of these
dividends subject to discrimination rules of the IRS and ERISA. The
Corporation then contributes a matching contribution equal to two

times the voluntary contribution. Any excess after payment of the
match is allocated pro rata to all participants. All dividends received
on unallocated shares of participants enrolling subsequent to 1989
are used to 1epay the loans of the leveraged loan segment of the plan.
Shares on this leveraged portion of the plan are released as principal
and interest on the loans are made. Certain Corporation contribu-
tions and shares of stock acquired by the ESOP are allocated to
participants’ accounts in proportion to the compensation of team
members during the particular year for which the aliocation is
made subject to certain IRS limits. At December 31, 2001 and
2000, the ESOP had an outstanding loan balance of $7.0 million
and $8.0 million, respectively, which is secured by the unallocated
assets of the ESOP and guarantees of future minirnum debt funding
payments by the Corporation to the ESOP. Costs incurred under the
plan were $.8 million in 2001 and $1.0 million each year in 2000 and
1999, respectively.

The shares held by the plan are included in the number of
average shares outstanding when computing the Corporation’s basic
and diluted carnings per share, and any dividends paid to the plan are
included in the common dividend totals. The number, classification
and fair value of shares held by the plan at December 31 are as follows:

2001 2000
Allocated Unallocated  Allocated Unallocated
Number of shares 677,769 387,447 653,209 451,757
Fair value $14,267,037 $8,155,759 $15,108,724 $10,449,139

11. Regulatory Assets and Liabilities

The Corporation’s regulated business prepares their financial
statements in accordance with the provisions of SFAS No. 71, as
discussed in Note 1 to the Financial Statements. Under SFAS No. 71,
regulatory assets and liabilities can be created for amounts that
regulators may allow the Corporation to collect, or may require
amounts paid back to customers in future electric and natural gas
rates. The components of unamortized regulatory assets and liabilities
shown on the balance sheet at December 31 were as follows:

Remaining
Amortization
Period 2001 2000
Environmenial costs 1 year $1,100  $2215
Unrecovered gas costs 1 year 7,347 6,911
Investment tax credit deferrals 12 years (6,704) (7,239)
Other 1 year (246) (21)
$ 1,497 $ 1,866

12. Stock Options and Warrants

Under the NorthWestern Stock Option and Incentive Plan
(“Plan”), the Corporation has reserved 2,750,000 shares for issuance
to officers, key team members and directors as either incentive-based
options or nonqualified options. The Nominating and Compensation
Committee (“Committee”} of the Corporation’s Board of Directors
administers the Plan. Unless established differently by the
Committee, the per share option exercise price shall be the fair
market value: of the Corporation’s common stock at the grant date.
The options =xpire 10 years following the date of grant and vest over
a three-year period beginning in the third year. In addition, the
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Corporation issued 1,279,476 warrants to nonemployees to
purchase shares of NorthWestern common stock at $18.225 per
share in connection with a previous acquisition. During 2001, all of
those remaining warrants were extinguished through a cashless
exchange whereby holders received shares of the Corporation’s
common stock equivalent to the difference between the warrant price
and the market price of the Corporation’s common stock on the date
of the exchange. 271,949 shares of common stock were issued in
association with these transactions. A summary of the activity of
stock options and warrants is as follows:

Stock Options

$2.95 and $2.11. The 2001 value was estimated using an expected
life of eight years, 5.2% dividend yield, volatility of 18.8% and risk-
free interest rate of 5.1%.

13. Earnings Per Share

Basic earnings per share is computed on the basis of the
weighted average number of common shares outstanding. Diluted
earnings per share is computed on the basis of the weighted average
number of common shares outstanding plus the effect of the
outstanding stock options and warrants. Average shares used in
computing the basic and diluted earnings per share for 2001, 2000
and 1999 were as follows:

Shares Range  Weighted
Balance December 31, 1998 225,463  23.00-24.88 23.11 2001 2000 1999
Issued 449,604  21.19-26.13  25.67 Basic computation 24,390,184 23,140,615 23,093,702
Canceled {11,000) 26.13 26.13 Dilutive effect of:
Balance December 31, 1999 664,067  23.00-26.13  24.39 Stock options 19,364 13,770 14,000
Issued 741,454  21.50-23.31  21.95 Stock warrants 45,760 183,396 263,704
Canceled (14,000) 20.63-23.00 21.98 Diluted computation 24,455,308 23,337,781 23,371,403
Balance December 31, 2000 1,391,521  21.19-26.13  23.31 ] ) o ]
Issued 536,100 22.70-25.00  23.03 Certain outstanding antidilutive options gnd warrants have been
Canceled (43,129) 21.19-23.31  22.31 excluded from the earnings per share calculations. These options and
Balance December 31, 2001 1,884,492 21.19-26.13  23.26 warrants total 1,221,876 shares, 697,976 shares and 386,852 shares
in 2001, 2000 and 1999.
Stock
Warrants 14. CornerStone Distributions

Shares CornerStone makes distributions to its partners each fiscal
Balance December 31, 1998 1,105,158 quarter in an aggregate amount equal to its available cash, as defined
Exercised (90,896) in its partnership agreement. Distributions will generally be made
Balance December 31, 1999 1,014,262 98% to the Common and Subordinated Unitholders and 2% to the
Exercised (10,000) general partner. To the extent there is sufficient available cash, the
Balance at December 31, 2000 1,004,262 holders of Common Units have the right to receive the Minimum
Extinguished (1,004,262) Quarterly Distribution, plus any arrearages, prior to the distribution

Balance December 31, 2001 —

The Corporation follows Accounting Principles Board Opinion 25,
Accounting for Stock Issued to Employees, to account for stock
option plans. No.compensation cost is recognized because the option
exercise price is equal to the market price of the underlying stock on
the date of grant.

An alternative method of accounting for stock options is SFAS 123,
Accounting for Stock-Based Compensation. Under SFAS 123, stock
options are valued at grant date using the Black-Scholes valuation
model, and compensation cost is recognized ratably over the vesting
period. Had compensation cost for the Corporation’s stock option
plan been determined as prescribed by SFAS 123, the pro forma
information for 2001, 2000 and 1999 would have been as follows {in
thousands except per share amounts):

2001 2000 1999
Earnings on common stock ,
As reported $37,514 $42,761 $37,871
Pro forma $36,881 $42.365  $37.,763
Diluted earnings per share
As reported $1.53 $1.83 $1.62
Pro forma $1.51 $1.82 $1.62

The weighted average Black-Scholes value of options granted
under the stock option plan during 2001, 2000 and 1999 was $3.17,

of available cash to holders of Subordinated Units. Common Units
will not accrue arrearages for any quarter after the Subordination
Period (as defined below), and Subordinated Units will not accrue
any arrearages with respect to distributions for any quarter.

The Subordination Period will generally extend until the first
day of any future quarter in which a) distributions of available cash
equal or exceed the Minimum Quarterly Distribution on each of the
outstanding Common and Subordinated Units for each of the three
consecutive four-quarter periods immediately preceding such date,
b) the adjusted operating surplus generated during each of the three
consecutive four-quarter periods immediately preceding such date
equals or exceeds the Minimum Quarterly Distribution on each of
the Common and Subordinated Units and the related distribution on
the general partner interests in the Partnership during such periods,
and c¢) there are no outstanding Common Unit arrearages.

In addition, 3,298,810 Subordinated Units may convert into
Common Units if a) distributions of available cash from operating
surplus on each of the outstanding Common and Subordinated Units
equal or exceed the Minimum Quarterly Distribution for each of the
three consecutive four-quarter periods immediately preceding the
conversion date, b) the adjusted operating surplus generated during
the immediately preceding two consecutive four-quarter periods
equals or exceeds the Minimum Quarterly Distribution on all of the
Common and Subordinated Units outstanding during that period
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and ¢) there are no arrearages on the Common Units. No subordi-
nated units have converted to Common Units as of December 31,
2001. CornerStone will make distributions of its available cash
approximately 45 days after the end of each quarter ending March,
June, September and December to holders of record on the applicable
record dates to the extent allowed under credit and Partnership
agreements. For all quarters ended after December 31, 1997,
CornerStone and the Corporation have elected to forgo the
Subordinated Unit distributions.

In July 2001, the Board of Directors announced that the distri-
bution to Common Unit holders for the quarter ended June 30, 2001,
would be reduced by 50%. The Minimum Quarterly Distribution
was not changed, however, and the difference between that and the
reduced distribution will therefore accrete as a priority over any
distribution on Subordinated Units. On January 18, 2002, in associ-
ation with the amendment of the Bank Credit Facility (discussed in
Note 5), CornerStone’s ability to pay Minimum Quarterly
Distributions has been suspended. As with the July reduction, the
distributions will be subject to arrearage privileges which total $1.08
per common unit at December 31, 2001.

15. Commitments and Contingencies

The Corporation and its subsidiaries are parties to various
pending proceedings and lawsuits, but in the judgment of manage-
ment, after consultation with counsel for the Corporation, the nature
of such proceedings and suits and the amounts involved do not
depart from the routine litigation and proceedings incident to the
kinds of businesses conducted by the Corporation, and management
believes that such proceedings will not result in any material adverse
impact on the Corporation’s financial position or results of operations.

The Corporation is subject to numerous state and federal
environmental regulations. The Clean Air Act Amendments of 1990
(“the Act™) stipulate limitations on sulfur dioxide and nitrogen oxide
emissions from coal-fired power plants. The Corporation believes it
can comply with such sulfur dioxide emission requirements at its
generating plants and that it is in compliance with all presently
applicable environmental protection requirements and regulations.
The Corporation is also subject to other environmental statutes and
regulations including matters related to former manufactured gas
plant sites. No administrative or judictal proceedings involving the
Corporation are now pending or known by the Corporation to be
contemplated under present environmental protection requirements.

The Corporation’s 1997 and 1998 federal income tax returns
and Expanets’ 1998 federal income tax return are under audit by the
IRS. Certain state income and franchise tax returns are also under
audit by various state agencies. Management believes that the final
results of these audits will not have a material adverse effect on the
Corporation’s financial position or results of operations.

16. Capital Stock

In December 1996, the Corporation’s Board of Directors
declared, pursuant to a shareholders’ rights plan, a dividend distrib-
ution of one Right on each outstanding share of the Corporation’s
common stock. Each Right becomes exercisable, upon the occur-
rence of certain events, at an exercise price of $30 per share, subject
to adjustment. The Rights are currently not exercisable and will be

exercisable only if a person or group of affiliated or associated
persons {“Acquiring Person™) either acquires ownership of 15% or
more of the Corporation’s common stock or commences a tender or
exchange offer that would result in ownership of 15% or more. In
the event the Corporation is acquired in a merger or other business
combination transaction or 50% or more of its consolidated assets
or earnings power are sold, each Right entitles the holder to receive
such number of shares of common stock of the Acquiring Person
having a market value of two times the then current exercise price of
the Right. The Rights, which expire in December 2006, are
redeemable in whole, but not in patt, at a price of $.005 per Right,
at the Corporation’s option at any time until any Acquiring Person
has acquired 15% or more of the Corporation’s common stock.

In October 2001, the Corporation completed a common stock
offering of 3,680,000 shares. The offering resulted in net proceeds of
$74.9 million, and the funds were used to redeem certain subsidiary
equity arrangements and for general corporate purposes, including
reducing delot. The Corporation also issued 33,480 shares of common
stock in 2001 under a restricted stock plan with a fair value at date of
issuance of $.7 million. The stock vests over a four-year period, and
compensation expenses are recognized ratably over the vesting period.
Compensation expense for 2001 of $.2 million has been recognized.

The Corporation is authorized to issue 1,000,000 shares of
$100 par cumulative preferred stock. As of December 31, 2001 and
2000, there were 37,500 shares outstanding of which 26,000 were
4 1/2% Series and 11,500 were 6 1/2% Series. The provisions of the
6 1/2% Series stock contain a five-year put option exercisable by the
holders of the securities and a 10-year redemption option exercisable
by the Corporation. In any event, redemption will occur at par value.
The 4 1/2% Series may be redeemed in whole or in part at the option
of the Board of Directors at any time upon at least 30 days notice at
$110.00 per share plus accrued dividends. In the event of involuntary
dissolution, all Corporation preferred stock outstanding would have
a preferential interest of $100 per share, plus accurnulated dividends,
before any distribution to common shareholders.

The Corporation is authorized to issue a maximum of
1,000,000 shares of preference stock at a par value of $50 per share.
No preference shares have been issued.

Treasury stock held by the Corporation represents shares held
by the Corporation’s deferred compensation plan (see Note 9).
155,943 shares reflected at cost were held at December 31, 2001.

17. Corporation Obligated Mandatorily
Redeemable Preferred Securities of
Subsidiary Trusts

in thousands

Series Par Value Shares 2001 2000
8.125% $25 1,300,000 $ 32,500 $32,500
7.2% §25 2,200,000 55,000 55,000
8.25% $25 4,000,000 100,000 —
7,500,000 $187,500 $87,500

The Corporation has established three wholly owned, special-
purpose business trusts, NWPS Capital Financing I, NorthWestern
Capital Financing I and NorthWestern Capital Financing II, to issue
common and preferred securities and hold Subordinated Debentures
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that the Corporation issues. The sole assets of these trusts are the invest-
ments in Subordinated Debentures. The trusts use the interest payments
received on the Subordinated Debentures to make quarterly cash distri-
butions on the preferred securities. These Subordinated Debentures are
unsecured and subordinated to all of the Corporation’s other liabilities
and rank equally with the guarantees related to the other trusts. The
Corporation guarantees payment of the dividends on the preferred
securities only if the Corporation has made the required interest
payments on the Subordinated Debentures held by the trusts. In
addition, the Corporation owns all of the common securities of each
trust, equivalent to approximately 3% of the capital of each trust. Five
years from the date of each issuance, the Corporation has the option of
redeeming some or all of the Subordinated Debentures at 100% of their
principal amount plus any accrued interest to the date of redemption.
All of the Subordinated Debentures have a 30-year maturity period.

18. Subsequent Events

On January 18, 2002, CornerStone announced that, as a result
of its financial performance in the December 2001 quarter, it would
not be in compliance with certain covenants of its $50 million Bank
Credit Facility. Discussions with the lenders of this Facility led to an
amendment that allows continued access to funding under the Facility.
However, the amendment eliminates the ability of CornerStone to
make further Minimum Quarterly Distributions during the term of
the Facility. Pursuant to the Partnership Agreement, the suspension of
distributions under the defined Minimum Quarterly Distribution will
be subject to arrearage privileges, so that no distribution will be made
to the Subordinated Unitholders unti! the arrearages have been paid
to the Common Unitholders. In addition, CornerStone announced
that it had retained Credit Suisse First Boston Corporation to pursue
the possible sale or merger of the Partnership. This action will be
considered in conjunction with the Corporation’s required adoption
of SFAS No. 142, Goodwill and Other Intangible Assets, and SFAS
No. 144, Impairment or Disposal of Long-Lived Assets, effective
January 1, 2002. It is likely that substantially all of the Corporation’s
nearly $40 million net carrying value in CornerStone will be taken as
a noncash adoption during the first quarter 2002.

Under the provisions of the December 2001 trust preferred
securities offering, additional shares were issued on January 15, 2002.
The Corporation also issued $111.0 million in 8.1% trust preferred
securities through NorthWestern Capital Financing III, a special-
purpose wholly owned business trust (4.4 million shares with $25 par
value.) The securities were issued under terms identical to those identi-
fied in Note 17, Corporation Obligated Mandatorily Redeemable
Preferred Securities of Subsidiary Trusts. The proceeds were used for
debt repayment and general corporate purposes.

Under a credit agreement executed January 14, 2002, the
Corporation entered into a credit facility for the acquisition of The
Montana Power Company’s (NYSE:TAA) energy distribution and trans-
mission business. The facility is comprised of a $720.0 million term loan
commitment and a $280.0 million revolving credit commitment. The
facility terminates 364 days subsequent to the acquisition closing date and
bears interest at a variable rate tied to a certain Eurodollar index or prime
rate plus a variable margin, which can range from zero to 2.75%. Proceeds
from the $720.0 million term loan commitment and $19.0 million of
the swingline commitment were used for the acquisition purchase price,

related acquisition fees and repayment of $102.3 million of outstanding
principal, interest and fees under the current credit facility (see Note 5)
which was subsequently terminated.

On February 15, 2002, the Corporation completed the acqui-
sition of The Montana Power Company’s energy distribution and
transmission business for $602.0 million in cash and the assumption
of $488.0 million in existing Montana Power Company debt and
mandatorily redeemable preferred securities of subsidiary trusts. As a
result of the acquisition, the Corporation will be the provider of
natural gas and electricity to more than 590,000 customers in
Montana, South Dakota and Nebraska and the capacity to provide
service to wider regions of the country. For accounting convenience,
due to the burden of a mid-month closing, both parties have agreed
to an effective date for the sale of January 31, 2002.

The following table summarizes the estimated fair values of the
assets acquired and liabilities assumed as of December 31, 2001. The
Corporation is in the process of obtaining third-party valuations of
certain intangible assets; thus, the allocation of the purchase price is
subject to refinement, generally within one year of the date of acqui-
sition and in the interim, has been allocated to goodwill. Final alloca-
tions will separate between goodwill, intangible assets subject to
amortization and those that are not, useful lives and tax deductibility.

in thousands

Current assets $ 219,830
Property, plant and equipment 1,111,034
Goodwill and other intangibles 7,418
Other 155,688

Tortal assets acquired $1,493,970
Current liabilities § 168,465
Long-term debt 442,680
QUIPS 41,879
Other 300,995

Total. liabilities assumed $ 954,019
Net assets acquired $ 539,951

The following unaudited pro forma results of operations for the
year ended December 31, 2001, give effect as if the acquisition had
occurred as of January 1, 2001:

2001
in thousands except per share amounts (Unaudited)
Revenues $4,895,885
Net income $ 74437
Diluted earnings per share $1.68

19. Segment and Related Information

The Corporation’s six principal business segments are its electric,
natural gas, communications, HVAC, retail propane and wholesale
propane operations. The “All Other” segment includes the results of
service and other nonenergy-related operations, activities and assets of
the corporate office, as well as any reconciling or eliminating amounts.

The accounting policies of the operating segments are the same as

those described in the summary of significant accounting policies except .

that the parent allocates some of its operating expenses and. interest
expense to the operating segments according to a methodology designed
by management for internal reporting purposes and involves estimates
and assumptions. Financial data for the business segments are as follows:
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Total
Electric and Communi- Total All

in thousands Natural Gas cations HVAC Propane Other Total
2001

Operating revenues $251,208  $1,032,033  $423,803 $2,513,777 § 16,934  $4,237,755
Cost of sales 142,112 648,036 267,978 2,311,384 10,673 3,380,188
Gross margin 109,096 383,997 155,823 202,393 6,255 857,567
Selling, general and administrative 42,284 431,477 145,954 147,957 23,264 790,936
Depreciation 16,428 13,518 9,148 25,102 1,942 66,138
Amortization of goodwill and other intangibles — 35,647 7,245 16,466 269 59,627
Restructuring charge ' 4,499 5,906 7,239 — 7,272 24,916
Operating income (loss) 45,885 (102,551) (13,761) 12,868 (26,491) {84,050)
Interest expense (8,692) (17,330) (3,833) (48,164)  {12,344) {90,365)
Investment income and other 306 683 204 — 6,330 8,023
Income (loss) before taxes and minority interests 37,499 (119,198) (17,392) (35,296)  (32,003) (166,392)
Benefit (provision) for taxes (11,857) 32,190 3,830 7,329 15,883 47,380
Income (loss) before minority interests $ 25,642 $ (87,008) $(13,562) $ (27,967) $(16,117) § (119,012)
Total assets _ $369,915  § 775,186  $386,249 § 850,985 $235,026  $2617,361
Maintenance capital expenditures $ 12,818 ¢ 18,957 $§ 8521 § 5909 § 1204 § 47,409
2000

Operating revenues $181,309  $1,104,034  $408,829 $5,422616 §$ 15302  $7,132,090
Cost of sales 88,156 740,553 260,975 5,196,300 9,691 6,295,675
Gross margin 93,153 363,481 147,854 226,316 5,611 836,415
Selling, general and administrative 39,211 350,926 129,447 149,777 17,453 686,814
Depreciation 15,919 7,614 7,901 25,271 1,329 58,034
Amortization of goodwill and other intangibles — 29,552 5,891 14,814 38 50,295
Operating income (loss) 38,023 (24,611) 4,615 36,454 (13,209) 41,272
Interest expense (7,760) (4,019) (4,877) (42,738)  (17,813) (77,207)
Investment income and other (194) 508 401 — 8,266 8,981
Income (loss) before taxes and minority interests 30,069 (28,122) 139 (6,284) (22,756) (26,954)
Benefit (provision) for taxes (9,819) 8,323 (2,404) (972) 8,989 4,117
Income (loss) before minority interests $ 20,250  § (15,799) § (2,265 § (7,256) $(13,767) $§ (22,837)
Total assets $368,308 § 729,063  $378,711 $1,238,837 $183,151.  $2,898.070
Maintenance capital expenditures $ 10,810 $ 10,434 § 7366 $ 3,109 § 378 $ 32,097
1999

Operating revenues $152,166 $ 294,878  §$293,736 $2,246,400 $ 17,160  $3,004,340
Cost of sales 65,511 168,888 182,190 2,038,714 12,462, 2,467,765
Gross margin 86,655 125,990 111,546 207,686 4,698 536,575
Selling, general and administrative 37,016 102,507 96,723 137,859 14,612 388,717
Depreciation 14,920 3,257 4,425 20,587 415 43,602
Amortization of goodwill and other intangibles — 7,211 4,243 13,215 31 24,700
Operating income {loss) 34,719 13,015 6,155 36,025 {10,358) 79,556
Interest expense (8,790) (1,384) (1,210) (32,176) (9,594) (53,154)
Investment income and other 366 (1,016) 691 — 9,759 9,800
Income (loss) before taxes and minority interests 26,295 10,615 5,636 3,849 (10,195) 36,202
Benefit (provision) for taxes (8,816) (7,129) (3,532) (693) 5,704 (14,466)
Income (loss) before minority interests $ 17479 § 3486 § 2,104 $ 3,156 § (4,489) $ 21,736
Total assets $364,673 § 324489  $§279,140 § 861,813 8126646  $1,956,761
Maintenance capital expenditures $ 12,813 $§ 3589 § 7763 § 7,735 % 699 $§ 32,599
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2001 2000 1999
in thousands Electric  Natural Gas Electric Natural Gas Electric ~ Natural Gas
Operating revenues $106,995  $144,213 $86,575 $94,734 $83,943 $68,223
Cost of sales 23,052 119,060 16,782 71,374 18,456 47,055
Gross margin 83,943 25,153 69,793 23,360 65,487 21,168
Selling, general and administrative 27,734 14,550 25,397 13,814 24,722 12,294
Depreciation 13,193 3,235 12,663 3,256 12,006 2,914
Restructuring charge 3,329 1,170 — — —_ —
Operating income $ 39687 $ 6,198 $31,733 $ 6,290 $28,759 $ 5,960

2001 2000 1999

Retail Wholesale Retail Wholesale Retail Wholesale

in thousands Propane Propane Propane Propane Propane Propane
Operating revenues $373,853  $2,139,924 $389,447  $5,033,169 $303,947  $1,942.453
Cost of sales 195,541 2,115,843 211,139 4,985,161 133,084 1,905,630
Gross margin $178,312 $§ 24,081 $178,308 $§ 48,008 $170,863 § 36,823

20. Quarterly Financial Data (Unaudited)

in thousands except per share amounts First Second Third Fourth
2001
Operating revenues $1,496,689  $1,031,586 § 912,061 § 797419
Gross margin $ 238358 § 228,063 § 189,836 § 201,310
Operating loss* $ (4752) $ (10,829) § (27,058} § (41,411)
Net income* $ 18389 $§ 10,780 § 10272 § 5091
Average common shares outstanding 23,433 23,669 23,706 26,724
Basic earnings per average common share** . $.71 $.38 $.36 $.12
Diluted earnings per average common share** $.70 $.38 $.36 $.12
Dividends per share $.2975 $.2975 $.2975 $.3175
Stock price:

High $25.65 $26.75 $23.10 $22.35

Low $21.63 $21.75 $20.90 $18.25

Quarter-end close $24.50 $22.40 $22.00 $21.05
2000
Operating revenues $1,330,944  $1,637,715  $1,613,573 $2,549,858
Gross margin $ 168,193 § 204,127 § 222620 $ 241475
Operating income (loss) $ 35989 % (828) $§ 2751 $§ 3360
Net income $§ 16239 § 7702 § 9947 § 15665
Average common shares outstanding : 23,109 23,117 23,119 23,216
Basic earnings per average common share $.63 $.26 . $.36 $ .60
Diluted earnings per average common share § .62 $.26 $.35 $ .60
Dividends per share $.2775 $.2775 $.2775 $.2975
Stock price:

High $23.25 $23.94 - $23.94 $23.75

Low $20.63 $21.00 $19.13 $19.31

Quarter-end close $20.63 $23.13 $19.50 $23.13

*Includes effect of a fourth quarter pretax restructuring charge of $24.9 million, or an impact of $12.1 million to
net income and $.50 to earnings per average common share after taxes and minority interest allocations.

*The 2001 quarterly basic and diluted earnings per average common shares do not toral to the 2001 annual basic
and diluted earnings per average common shares due to the effect of common stock issuances during the year.
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in thousands except per share

and shareholders data 2001 2000 1999 1998 1997
FINANCIAL RESULTS
QOperating revenues $4,237,755 $7,132,090 $3,004,340 $1,187,187 $918,070
Gross margin 857,567 836,415 536,575 347,400 223,025
Operating expenses 941,617 795,143 457,019 279,858 164,028
Operating income (84,050) 41,272 79,556 67,542 58,997
Interest expense (90,365) (77,207) {53,154) (35,867) (31,476)
Investment income and other 8,023 8,981 9,800 5,700 11,564
Income (loss) before income taxes and
minority interests {166,392) (26,954) 36,202 37,375 39,085
Benefit (provision) for income taxes 47,380 4.117 (14,466) (11,222) (11,111)
Income (loss) before minority interests (119,012) (22,837) 21,736 26,153 27,97
Minority interests 163,544 73,436 22,927 4,238 (1,710
Net income $ 44,532 $ 49,553 $ 44,663 $ 30,391 $ 26,264

COMMON STOCK DATA

* Basic earnings per share*”* $1.54 $1.85 $1.64 $1.45 $1.31
Diluted earnings per share*? $1.53 $1.83 $1.62 $1.44 $1.31
Average shares outstanding”: '

Basic 24,390 23,141 23,094 18,660 17,843

Diluted 24,455 23,338 23,372 18,816 17,843
Dividends paid per common share* $1.210 $1.130 $1.050 $.985 $.933
Annual dividend rate at year end* $1.27 $1.19 $1.11 $1.03 $.97
Book value per share at year end* $16.25 $13.79 $12.99 $12.26 $9.34
Common stock price range™:

High $26.750 $23.937 $27.125 $27.375 $23.500

Low $18.250 $19.125 $20.625 $20.250 $16.938

Close $21.050 $23.125 $22.000 $26.438 $23.000
Price earnings ratio 13.8x 12.6x 13.6x 18.4x 17.6x
Dividend payout ratio

{from ongoing operations)* 79.1% 61.7% 64.8% 68.4% 71.2%
Return on average common equity 10.5% 13.8% 12.9% 14.6% 14.1%
Common shareholders at year end 10,358 10,371 10,475 10,116 8,845

FINANCIAL POSITION (AS OF DECEMBER 31)
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Total assets $2,617,361 $2,898,070 $1,956,761 $1,728,474 $1,106,123
Working capital (300,554) 110,014 100,193 57,739 11,844
Long-term debt, excluding current portion 373,350 507,650 309,350 256,350 156,350
Total debt {including subsidiaries) 1,240,170 1,140,828 807,277 608,935 433,093
Shareholders’ equity - 396,416 319,201 300,156 282,101 166,596
Other equity 374,562 489,254 452,799 479,202 235,972
Total equity $ 770,978 $ 808,455 $ 752,955 $ 761,303 $ 402,568

* Adjusted for the two-for-one stock split in May 1997.

+$2.04 Basic earnings per share; $2.03 Diluted earnings per share; and 59.6% Dividend payout ratio, exclusive of 2001

restructuring charge.
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Corporate Headquarters
NorthWestern Corporation
125 S. Dakota Ave.

Sioux Falls, SD 57104
605-978-2908

Annual Meeting

NorthWestern Corporation’s 2002 Annual Meeting
of Shareholders will be held at 10 a.m. {Central time)
on Wednesday, May 1, at the Washington Pavilion,
301 S. Main Ave., Sioux Falls, SD.

Common Stock

NorthWestern’s common stock is listed and traded
on the New York Stock Exchange (NYSE) under the
symbol NOR.

Dividends

Dividends on NorthWestern’s common stock are
declared quarterly by the Board of Directors and are
normally payable on the first day of March, June,
September and December to shareholders of record
on or about the 15th day of the preceding month.

NorthWestern Direct Stock Purchase

and Dividend Reinvestment Plan

Investors may purchase shares of NorthWestern
common stock directly through our Direct Stock
Purchase Plan. Other features of the Plan include
dividend reinvestment, optional monthly purchases
of stock and the electronic deposit of dividends.

A Plan prospectus and enrollment form are
available upon request.

Shareholder Inquiries

Questions concerning the NorthWestern Direct Stock
Purchase Plan, shareholder accounts and stock transfer
matters, including direct deposit of dividends and
eliination of duplicate mailings of Annual Reports,
should be directed to NorthWestern’s Transfer Agent
and Registrar:

Wells Fargo Bank Minnesota, N.A (common stock)
Shareholder Services

161 North Concord Exchange

South St. Paul, MN 55075

Phone: 877-778-6783
Fax: 651-450-4033
Internet: www.wellsfargo.com/com/shareowner_services

Investor Relations and
Institutional Investor Inquiries
Phone: 605-978-2929

Fax: 605-978-2910

E-mail: investor@northwestern.com

Financial Publications

NorthWestern’s Annual Report, Proxy Statement,
Form 10-K and Form 10-Q reports are available
free of charge upon request by contacting
Investor Relations.

Internet Information

Information about NorthWestern, including

financial reports, news releases and descriptions of
the Company’s services is available on NorthWestern’s
Web site at www.northwestern.com.

Urifess othérwise indicatéd by the context in which they are used, “NorthWestern Corporation,” “North\Western Energy,” “Blue Dot,” “Expanets,”
“Montana Power” and “CornerStone” are registered trademarks of NorthWestern Corporation in the United States and/or other countries.
Other products and company names mentioned herein may be the trademarks of their respective owners.

Copyright © 2002 NorthWestern Corporation. All rights reserved,
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